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CAUTIONARY STATEMENT ABOUT FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K (“Form 10-K”) includes certain “forward-looking statements” within the
meaning of Section 27A of the Securities Act of 1933, as amended (“Securities Act”) and Section 21E of the
Securities Exchange Act of 1934, as amended (“Exchange Act”). This information includes statements regarding
our plans, goals or current expectations with respect to, among other things:

« our future operating performance;

* our ability to maintain or improve our margins;
J operatlng cash flows and availability of cap1ta1
« the completion of future acquisitions;

« the future revenues of acquired dealerships;

« future stock repurchases and dividends; '

« future capital expendltures

» changes in sales volumes and avallablhty of credit for customer financing in new and used Vehlcles and
sales volumes in the parts and service markets; o \

~ * business trends in the retail automotive 1ndustry, including the level of manufacturer incentives, new and
used vehicle retail sales volume, customer demand interest rates and chianges in industry-wide inventory
levels; and

« availability of financing for inventory, working capital, real estate and cap1ta1 expendltures

Although we believe that the expectations reflected in these forward-looking statements are reasonable
when and as made, we cannot assure you that these expectations will prove to be correct. When used in our Form
10-K, the words “anticipate,” “believe,” “estimate,” “expect,” “may” and similar expressions, as they relate to
our company and management, are intended to identify forward-looking statements. Our- forward-looking
statements involve significant risks and uncertainties (some of which are beyond our control) and assumptions
that could cause actual results to differ materially from our historical experience and our present expectations or
projections. Known material factors that could cause our actual results to differ from those:in the forward-
looking statements are those described in Part I, “Item 1A. Risk Factors.”

¥ o

Readers are cautioned not to place undue reliance on forward-looking statements, whmh speak only as of the
date hereof. We undertake no responsibility to pubhcly release the result of any revision of our forward-looking
statements after the date they are made. ‘



" PARTI

Item 1.  Business
General

Group 1 Automotive, Inc., a Delaware corporation, organized in 1995, is a leading operator in the
automotive retail industry. As of December 31, 2011, we owned and operated 131 franchises, representing 31
brands of automobiles, at 104 dealership locations .and 25 collision service centers in the United States of
America (“U.S.”) and 10 franchises at five dealerships and three collision centers in the United Kingdom
(“U.K.”). Through our dealerships, we sell new and used cars and light trucks; arrange related vehicle financing;
service and insurance contracts; provide automotive maintenance and repair services; and sell vehicle parts. Our
operations are primarily located in major metropolitan areas in Alabama, California, Florida, Georgia, Kansas,
Louisiana, Maryland, Massachusetts, Mississippi, New Hampshire, New Jersey, New York, Oklahoma, South
Carolina and Texas in the U.S. and in the towns of Brighton, Farnborough, Hailsham, Hindhead and Worthing in
the U.K.

As of December 31, 2011, our U.S. retail network consisted of the following two regions (with the number
of dealerships they comprised): (i) the East (42 dealerships in' Alabama, Florida, Georgia, Louisiana, Maryland,
Massachusetts, Mississippi, New Hampshire, New Jersey, New York, and: South Carolina) and (ii) the West
(62 dealerships in California, Kansas, Oklahoma and Texas). Each region is managed by a regional vice president
who reports directly to our Chief Executive Officer and is responsible for the overall performance of their
regions, as ‘well as for overseeing the market. directors and dealership general managers that report to them. Each
region is also managed by a regional chief financial officer who reports directly to our Chief Financial Officer.
Our five dealerships in the U.K. are also managed locally with direct reporting responsibilities to our corporate
management team.

As discussed in more detail in Note 2 of our-Consolidated Financial Statements, “Summary of Significant
Accounting Policies and Estimates,” all of -our operating subsidiaries operate as one reportable segment. Our
financial information, including our revenues, is 1nc1uded in our Consolidated Financial Statements and related
notes begmnmg on page F-1. : : :

Business Strategy T ‘ . v

Our business strategy is to leverage what we believe to be one of our key strengths — the talent of our
people to: (i) sell new and used cars and light trucks; (ii) arrange related vehicle financing, service and insurance
contracts; (iii) provide automotive maintenance and repair services; and (iv) sell vehicle parts via an expanding
network of franchised dealerships located primarily in growing regions of the:U.S. and the U.K. We believe, as

"evidenced by the significant industry experience reflected in the biographical information of our executive
officers, that over the last five years we have continued to develop a distinguished management team with
substantial industry expertise. With our management structure and level of executive talent, we plan to continue
empowering the operators of our dealerships to make appropriate decisions to grow their respective dealership
operations and to control fixed and variable costs and expenses. We believe this approach allows us to continue
to attract and retain talented employees, as well as provide the best possible service to our customers.

In 2011, we completed 14 franchise acquisitions comprising in excess of $563.0- million in expected
annualized revenues estimated at the time of acquisition. We believe that substantial opportunities for growth
through acquisitions remain in our industry. An absolute acquisition target has not been established for 2012, but
we expect to acquire dealerships that meet our stringent acquisitions and return on investment criteria. We
believe that we have sufficient financial resources to support additional acquisitions. We expect to grow our
brand portfolio, primarily with import and luxury brands and more selectively with domestic brands. We plan to
focus our growth in geographically diverse areas with positive economic outlooks over the longer-term. Further,
we intend to critically evaluate our return on invested capital in our dealership operations for disposition
opportunities.



While we desire to grow through acquisitions, we continue to primarily focus on the. performance of our
existing dealerships to achieve growth, capture market share, and maximize the investment return to our
stockholders. For 2012, we will primarily focus on ﬁve key areas-as we contmue to become a best-in-class
automotive retarler These areas are: :

'« Sustained growth of -our higher margrn parts and servrce busrness with an emphasrs on service customer
satisfaction and retention; . » : J

e

« Capture of additional new and used vehicle retailvmarket’share" '
+ Improving efficiencies and further leveraging our cost base; -

~ + Continued: 1mplementat10n of an.operating model w1th greater commonahty of key operatmg processes
systems and training, that support the extension of best practices and the leveraging of scale, as well as
promote customer satrsfactron and

+ Enhancement of our current dealershlp portfolio by strategrc acquisitions and improving or disposing of
‘anderperforming dealerships.

Our focus in our parts and service aperations will be.on targeted.marketing efforts, strategic selling and
operational efficiencies, as well as capital investments designed to support the growth targets. We believe that
these initiatives will enhance our results of operations in these business areas and our overall financial results.

We made s1gn1f1cant changes in our operating model during the last five years, which are designed to reduce
variable and fixed expenses, appropriately size our business for the reduced levels of sales and service activity
and generate operating efficiencies. As our business grows in 2012 and beyond, we intend to manage our costs
carefully and to look for opportunities to improve our operating efficiencies.

We continue with our efforts to fully leverage our scale, reduce costs, enhance internal controls and enable
further growth and, as such, we are taking steps to standardize 'key operating processes. Our management
structure supports more rapid decision making and facilitates the more rapid roll-out of new processes. Over the
last three years, we have consolidated portions of our dealership' accounting, human resources and other
administrative functions into regional centers and we implemented standardized training programs for our
vehicle and service sales processes. These actions represent key building blocks that we are using to effectively
manage the business operations, support extension of best practices and further leverage the scale of the business.

We are constantly evaluating the opportunities to improve the profitability of our dealerships. We attempt to
capitalize on our size, leverage and ability to disseminate best practices in order to expedite these efforts. We
believe that our efforts will improve our financial condition and operating results.



Dealership Operations -

Our operations are located i in geographlcally diverse markets that extend domestically from New Hampshire
to California and 1ntemat1ona11y in the U.K. By geographic area, our revenues from external customers for the
years ended December 31, 2011, 2010 and 2009 were $5,760.2 million, $5,225.5 million and $4,401.3 million
from our domestic operations, respectively, and $319.5 million, $283.6 million and $124.4 million from our
foreign operations, respectively. As of December 31, 2011, 2010 and 2009 our aggregate long-lived assets other
than goodwill and intangible assets and financial instruments in our domestic operations were $569.4 million,
$484.5 million and $462.1 million, respectively, and in our foreign operations were $28.0 million, $29.5 million
and $21.6 million, respectively. For a discussion of the risks associated with our operations in the UK., please
see Part I, “Item 1A. Risk Factors.” The following table sets forth the regions and geographic markets in which
we operate, the percentage of new Vehlcle reta11 units sold in each region in 2011 and the number of dealerships
and franchises in each region:

Percentage of Our
New Vehicle .
Re*,‘;::r‘i’:g“tshse"'d As of December 31, 2011

Year Ended Number of Number of

_l_{_e—_gﬂn_ B W December 31,2011 Dealerships Franchises
East .. ................ Massachusetts o 113% 10 10
New Jersey 5.5 6 7
New York ’ - 3.8 4 5
Georgia 34 4 5
New Hampshire 3.0 3 3
Louisiana 2.8 4 5
Mississippi 2.0 3 3
South Carolina . . 1.5 3 3
.- Alabama - 1.2 2. 2
Maryland 0.8 2 2
Florida ' v - 0.7 1 _1
360 2
West ... .. e e, Texas 36.0 » 37 51
. California - 139 . 12 16
Oklahoma - 8.2 11 16
Kansas 0.9 2 2
59.0 &2 8
International ............ United Kingdom 50 S _10
Total ................ 100.0% 109 141

Each of our local operations has a management structure that promotes and rewards entrepreneurial spirit
and the achievement of team goals. The general manager of each dealership, with assistance from the managers
of new vehicle sales, used vehicle sales, parts, service, and finance and insurance, is ultimately responsible for
the operation, personnel and financial performance of the dealership. Our dealerships are operated as distinct
profit centers, and our general managers have a reasonable degree of empowerment within our organization. In
the U.S., each general manager reports to one of our market directors or one of two regional vice presidents. Our
regional vice presidents report directly to our Chief Executive Officer and are responsible for the overall
performance of their regions, as well as for overseeing the market directors and dealership general managers that
report to them. Our U.K. operations are structured similarly, with a regional vice president reporting directly to
our Chief Executive Officer.



New Vehicle Sales

In 2011, we sold or leased 102, 022 new vehlcles represenUng 32 brands in reta11 transacnons at our
dealerships. Our.retail sales of new vehicles accounted for approx1mately 21.9% of our gross profit in 2011. In
addition to the proﬁt related to the transactions, a typrcal new vehlcle retail sale or lease may create the following
additional profit opportunmes for our dealershrps

« manufacturer dealer incentives;

« the resale of any used vehrcle trade-in purchased by the dealershlp,

« the sale of third-party finance, vehrcle service and insurance contracts in connection with the retail sale;
« the sale of accessories or after-market products and

« the service and repair of the vehicle both during and after the warranty penod



Brand diversity is one of our strengths. Our mix of domestic, import and luxury franchises is critical to our
success. The importance of brand diversity was highlighted in 2011 when two of our largest manufacturer
partners, Toyota’ and Honda suffered from the natural disaster in Japan halting production and severely limiting
inventory supply for much of the year in these two brands Yet, we grew new vehicle unit sales by 4.6% and new
vehicle revenues by 10.2% in 2011, as compared to prior year. The following table sets forth new vehicle sales
revenue by brand and the number of new vehicle retail units sold in the year eénded, and the number of franchises

we owned as of December 31, 2011:

. N Franchises Owned
New Vehicle New Vehicle % of Total as of
Revenues Unit Sales Units Sold  .December 31, 2011
(In thousands)

TOYOR .+ e veeveeeeeeeeeeeens $ 702,066 25935 25.4% 140
Nissan ......c.evvnvenvann e . 345453 13,166 129 - 12
Honda .........c.ccciiiiiiiinunnn. 218,074 " 8,604 84 8
Volkswagen ...........cooviiunnnnn. 49,852 1,993 2.0 5
Hyundai ..................0oooan... 40,581 1,737 1.7 3
Mazda ..o, 21,338 916 0.9 2
Subaru ....... .. 20,659 790 0.8 1

SCION .ot e 12,000 622 0.6 N/AD
Kia...... e e 11,050 476 0.5 2
Fiat ..o 801 41 0.0 1

Mitsubishi . ..ovvviinininienennn. 376 16 0.0 N/A®@
Total import . .. ...covevrnnnennnnn. 1,422,250 54,296 53.2 48
BMW ... e 497,557 10,106 9.8 16
Mercedes-Benz ..................... 326,603 5,839 5.7 6
| T U 204,884 4,418 43 3
ACUIa ..ottt i e 87,544 2,266 22 4
MINI ....... i s i, 85,771 3,251 3.2 10
Audi ... 36,339 730 0.7 2
Infiniti ................. RPN 32,513 791 0.8 1
0] 1o T 26,736 696 0.7 1
Cadillac ............ciiiiininnn.. 8,543 159 0.2 1
Lincoln.......ccovvviiiiviivan... 7,189 155 0.2 3
Porsche .......ccoviiiiiiiiiin... 6,348 77 0.1 1
Maybach .......... ...l 3,894 9 0.0 1
Sprinter .........ciiiiiiiii i 2,684 62 0.1 2
14 7: 1 AU U P 1,320 82 _il_ ___l
Total luxury ........covvveennnn... 1,327,925 28,641 28.1 52
J 20s) ' O 304,731 8,920 8.8 10
Chevrolet . ....oovviie i 133,441 3,893 3.8 5
Dodge ......cooiiiiiiiiiiiiiii., 74,788 2,257 2.2 6
Jeep o 59,917 1,890 1.9 6
GMC o 51,542 - 1,330 1.3 4
Chrysler .........coiiiiiiiiiiin 14,794 454 0.4 6
Buick .. ovviie i e 13,259 341 0.3 4
Total dOMESHC . ..o vovereinnnn.. 652,472 19,085 18.7 41
Total . oot e $3,402,647 102,022 100.0% 141

) The Scion brand is not considered a separaté franchise, but rather is governed by our Toyota franchise agreements. We sell the Scion brand

at all of our Toyota franchised locations.

@ Franchise was disposed as of December 31, 2011.



- Our d1vers1ty by manufacturer for the years ended December 31, 2011, 2010 and 2009 is set forth below:

For the Year Ended December 31,

. % of . . % of % of
) 2011 Total - 2010 Total 2009 - Total
© TOyota/SCIO/LexXus .................. 30,975 312% 34,614 . 355% 30475 . 36.6%.
Nissan/Infiniti ... ......ooeeeuineeon.. 13,957 . 141 13,734 141 10,684 = 12.8
BMW/MINI . ..., 13357 135 11,571 119 8,157 9.8
Honda/Acura ................ccoen.. 10,870  11.0 11,733 120 10477+ 126
Ford ....ooveiiinniis e 9,075 91 - 7631 78 6567 7.9
Daimler ............ e .. 5992 60 . 5643 58 4,897 5.9
General'Motors . .. ... e, 5,723 “5.8 3,932 40 - 3,187 38
Chrysler ............. ... A2 47 29600 30 4127 . 50
Other ....... e PRI . 4631 46 5693 59 4611 56
Total ......... e e 99222 1000% 97,511 100.0% 83,182 100.0% ‘

Again, our 2011 new vehicle sales mix was s1gn1ﬁcantly 1mpacted by the supply dlsruptlon resultmg from
the natural disasters in Japan that severely limited production from Toyota and Honda for much of the year. Our
2011 new vehlcle sales mix was also affected by our acquxsmon mix dunng the year.

Some new vehicles ‘we sell are purchased by. customers under. Jease or lease- -type ﬁnancmg arrangements
with third-party lenders. New vehicle leases generally have shorter terms, bringing the: customer back to the
market, and our dealerships specifically, sooner than if the vehicle purchase was debt financed. In.addition,
leasing provides our dealerships with a steady supply -of late-model, -off-lease vehicles to be sold as used
vehicles. Generally, leased vehicles remain under factory warranty, allowing the dealerships to provide repair
services for the contract term. However, the penetration of finance and insurance product sales on leases tend to
be less than in other financing arrangements. We typically do not guarantee residual values on lease transactions.

" Used Vehicle Sales

We sell used vehicles at each of our franchised dealerships. In 201 1 we sold or leased 70,475 used vehicles
at our dealerships, and sold 35,997 used vehicles in wholesale markets Our retail sales of used vehicles
accounted for 13.0% of our gross profit in 2011 ‘while sales of used vehlcles in wholesale markets accounted for
0.4%. Used vehicles sold at retail typlcally generate hlgher gross margms on a percentage basis than new
vehlcles because of our ability to ‘sell these vehicles at favorablé prices due to their limited comparablhty, which
is dependent on a vehicle’s age, mileage and condmon among other things. Valuatxons also vary based on supply
and demand factors, the level of new vehlcle incentives, and the availability of retail ﬁnancmg and general
econom1c condmons

Profit from the sale of used vehicles depends pnmanly on a, dealershlp s ab111ty to obtain a hlgh-quahty
supply of used vehicles at reasonable prices and to effectively manage that inventory..Our new vehicle operations
provide our used vehicle operations with alarge supply of generally high-quality trade-ins and off-lease vehicles,
and are' the best source of high-quality used vehicles. Our dealerships supplement their used vehicle inventory -
with purchases at auctions, including manufacturer-sponsored auctions available only to franchised dealers. We
continue to extensively utilize a common used vehicle management software in all of our dealerships with the
goal to enhance the management of used vehicle inventory, focusing on the more profitable retail used vehicle
business and reducmg our wholesale used vehicle business. This mternet-based software tool enables our
managers to make used vehicle’ inventory decisions based on real time market valuation data, and is an integral
part of our used vehicle process. It also allows us to leverage our size and local market presence. by expanding the
pool from which used vehicles can be sold within a given market or region, effectively broadening the demand
for our used vehicle inventory. In addition, this software supports increased oversight of .our assets in inventory,
allowing us.to better control our exposure to used vehicles, the values of which typically decline over time.
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In addition to active management of the quality and age of our used vehicle inventory, we have attempted to
increase the total lifecycle profitability of our used vehicle operations by participating in manufacturer
certification programs where available. Manufacturer certified pre-owned (“CPO”) vehicles typically cost more
to recondition, but sell at a premium compared to other used vehicles and are available only from franchised new
vehicle dealerships. Service loyalty also tends to be better for CPO units. In some cases, CPO vehicles are
eligible for manufacturer support, such as subsidized finance rates and extension of the manufacturer warranty.
Our CPO vehicle sales represented 33.1% of total used retail sales in 2011.

Parts and Service Sales

We sell replacement parts and provide maintenance and repair services at each of our franchised dealerships
and provide collision repair services at the 28 collision centers that we operate. Our parts and service business
accounted for approximately 44.3% of our gross profit in 2011." We perform both warranty and non-warranty
service work at our dealerships, primarily for the vehicle brand(s) sold at a particular location. Warranty work
accounted for approximately 19.3% of the revenues from our parts and service business in 2011. Our parts and
service departments also perform used vehicle reconditioning and new vehicle preparation services for which
they realize a profit when a vehicle is sold to a retail customer. However, the revenue for that internal work is
ehmmated from our parts and service revenue in consolidation.

The automotive repair industry is highly fragmented, with a significant number of independent maintenance
and repair facilities in addition to those of the franchised dealerships. We believe, however, that the increasing
complexity of new vehicles, especially in the area of electronics, has made it difficult for many independent
repair shops to retain the expertise necessary to perform major or technical repairs. We have made investments in
obtaining, training and retaining qualified technicians to work in our service and repair facilities and in state of
the art diagnostic and repair equipment to be utilized by these technicians. Additionally, manufacturers permit
warranty work to be performed only at franchised dealerships and there is a trend in the automobile industry
towards longer new vehicle warranty periods. As a result, we believe an increasing percentage of all repair work
will be performed at franchised dealerships that have the sophisticated equipment and skilled personnel necessary
to perform repairs and warranty work on today’s complex vehicles:

Our strategy to capture an increasing share of the parts and service work performed by franchised
dealerships includes the following elements:

‘o Focus on Customer Relationships Emphasize Preventative Maintenance. Our dealerships seek to retain
new and used vehicle customers as customers of our parts and service departments To accomplish this
goal, we use computer systems that track customers’ maintenance records and provide advance notice to
owners of vehicles purchased or serviced at our dealerships when. their vehlcles are due for periodic
service. Our use of computer-based customer relationship management tools increases the reach and
effectiveness of our marketing efforts, allowmg us to target our promotional offerings to areas in which
service capacity is under-utilized or profit margins are greatest. We continue to train our service personnel
to establish relationships with their service customers to promote a long-term business relationship. To
further enhance access to our service facilities, we continue to upgrade the technology that allows
customers to schedule service appointments utilizing the. internet. We believe our parts and service
activities- are an integral part of the customer service experience, allowing us to create ongoing
relationships with our dealershlps customers thereby deepemng customer loyalty to the dealership as a
whole. :

* Sell Vehzcle Servzce Contracts in Conjunction with Vehicle Sales. Our finance and insurance sales
departments attempt to connect new and used vehlcle customers with vehicle service contracts, and
thereby secure repeat customer busmess for our parts and service departments.

“e. Efficient Management of Parts Inventory. Our dealerships’ parts departments support their sales and
service departments, selling factory-approved parts for the vehicle makes and models sold by a particular
dealership. Parts are‘either used in repairs made in the service department, sold at retail to customers, or
sold at wholesale to independent repair shops and: other franchised dealerships. Our dealerships also
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frequently share parts with each other. Our dealerships .employ parts managers who ovérsee parts
inventories and sales. Software:programs are used to monitor parts inventory. to avoid obsolete and unused
-parts to maximize sales and to take advantage of manufacturerreturn procedures

Finance and Insurance Sales

Revenues from our finance and insurance operations consist primarily of fees: for arranging financing, and
vehicle service and insurance contracts in connection with the retail purchase of a new or used vehicle. Our
finance and insurance business accounted for approximately 20.4% of our gross profitiin 2011. We offer a wide
variety of third-party finance, vehicle service and insurance products in a convenient manner and at competitive
prices. To increase transparency to our customers, we offer all of our products on menus that display pr1c1ng and
other information, allowing customers to choose the products that suit their needs.

Financing. We arrange third-party purchase and lease financing for our customers. In return, we receive a
fee from the third-party finance company upon completion of the financing. These third-party finance companies
include manufacturers’ captive finance companies, selected commercial banks and a variety of other third-
parties, including credit unions and regional auto finance companies. The fees we receive are subject to
chargeback, or repayment to the finance company, if a customer defaults or prepays the retail installment
contract, typically during some limited time period at the beginning of the contract term: We have negotiated
incentive programs with some finance companies pursuant to which we receive additional fees upon reaching a
certain volume of business. Generally, we do not retain substantial credit risk after a customer has received
financing, though we do retain limited credit risk in some circumstances. : :

Extended Warranty, Vehicle Service and Insurance Products. 'We offer our customers a variety of vehicle
warranty and extended protection products in connection with purchases of new and used vehicles, including:

. extended warranties; _
< maintenance, or vehicle service, products and programs;

» guaranteed asset protection insurance, which.covers the shortfall between a customer’s contract balance
and i insurance payoff in the event of a total vehlcle loss; and

i

+ lease “wear and tear” insurance.

The products our dealershlps currently offer are generally underwrrtten and admrmstered by 1ndependent
third parties, including the vehicle manufacturers’ captivé finance subsidiaries. Under our arrangements with the
providers of these products, we either sell these products on a straight commission basis, or we sell the product
recognize commission and participate in future: underwriting profit, if any,.pursuant: to a retrospective
commission arrangement. These commissions may be subject to chargeback in full or in part, if the contract is
terminated prior to its scheduled maturity.

New and Used Vehicle Inventory Fmancmg

Our dealerships finance - therr 1nventory purchases through the floorplan portlon of our revolvmg credit
facility and two separate floorplan credit facility arrangements with manufacturers that we represent, Ford and
BMW. Our revolving syndicated credit arrangement- matures in June 2016 and provides a total borrowing
capacity of '$1.35 billion-of financing (‘‘Revolving Credit Facility”). We can expand the Revolving Credit Facility
to its maximum commitment of ‘$1.60 billion, subject to- participating lender approval. The Revolving Credit
Facility consists’ of ‘two “tranches: $1.1 billion -for vehicle inventory" financing (“Floorplan -Line™),-and
$250.0 million for working capital, including acquisitions (“Acquisition Line”). We utilize the $1.1 billion
tranche of our Floorplan Line to finance up to 80% of the value of our used Vehlcle 1nventory, except in the UK.,
and up to 100% of the value of all new vehicle mventory, other than 1 new vehrcles purchased from Ford in the
U.S. and BMW in the U.K. The capacity under these two tranches can be re- desrgnated within the overall $1.35
billion commitment, subject to the original limits of a minimum of $1.1 billion for the Floorplan Line and a
maximum of $250.0 million for the Acquisition Line: However, the amount. of available borrowing capacity
under the. Acquisition Line may:be limited fromitime to time based upon the avallable borrowing base calculation
within the debt covenants under the Revolving Credit Facility. : ‘
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Our floorplan arrangement with Ford Motor Credit Company provides $150.0 million of floorplan financing
capacity (“FMCC. Facility”). We use the funds available -under this arrangement to exclusively finance our
inventories of new Ford vehicles sold by the lender’s manufacturer affiliate. The FMCC Facility is an evergreen
arrangement that may be canceled with 30 days notice by either party. Should the FMCC Facility no longer be
available to us for financing of our new Ford inventory, we could utilize the available -capacity under our
Floorplan Line to finance this inventory, In addition to the FMCC Facility, we finance certain rental vehicles
through separate arrangements with the respective automobile manufacturers.. We also utilize a credit facility
with BMW Financial Services for the financing of new, used and rental inventories associated with our U.K.
operations. Most manufacturers offer interest assistance to offset a portion of floorplan interest charges incurred
in connection with holding new vehicle inventory purchases, which we recognize as a reduction of cost of new
vehicle sales. : '

Acqulsltlon and Dlvestlture Program ' »
. We pursue an acquisition and rhvestlture program focused on the followmg objectives:
- enhancmg brandkand geographlc dlversuy wlth a pnmary focus on nnport and luxury brernds; '
: -.-'acreatting economies of scale; V
) é_deliyering a targeted return on investnrent; and
* eliminating underperforming dealerships.

Since our inception, we have grown our business primarily through acqmsrnons Over the ﬁve-year penod
from January 1, 2007 through December 31, 2011, we:

* purchased - 39 franchises with expected annual revenues, estimated at the time of acqulsmon of
$1.6 billion; S

« disposed or tefminated 50 franchises with annual revenues of approxrmately $530.4 million; and

* were granted nine new franchises by vehlcle manufacturers with expected annual revenues, estrmated at
the time of grant, of $119.7 million.

Acquzsztton Strategy ‘We seek to acqulre large proﬁtable well—estabhshed dealershlps that are leaders in
their markets to:

* expand, 1nto geograptuc areas we do not currently serve;
e expand our brand, product and service offenngs in our exxstmg markets,
* capitalize on economies of scale in our exrstmg markets; and/or

* increase operating efficiency and cost savings in areas such as used vehicle sourcmg, advemsmg,
purchasmg, data processmg, personnel utlhzatlon and the cost of ﬂoorplan ﬁnancmg

We typlcally pursue. dealerships w1th superior- operational management whom we seek to retain. By
retaining existing personnel who have experience and in-depth knowledge. of their local market, we believe that
we can-mitigate the risks involved with employing and training new and untested-personnel. In addition;: our
acquisition strategy includes the purchase of the related real estate. to provide maximum operating flexibility.

We contmue to focus orni the acqursrtlon of dealersh1ps or groups of dealershrps that offer opportunltles for
higher returns, pamcularly import and luxury brands which provide’ growth opportumtles for our parts and
service operatrons, and w111 strengthen our operatlons in geographlc regions in whrch we currently operate w1th

: attractrve long term economlc prospects '

Recent Acquzszttons In® 2011 we acquired six -domestic,. four import, and four luxury franchlses w1th
expected annualized revenues at the time-of acquisition of $563:0 million: The new franchises included: (i) Ford
dealerships in Houston and El Paso, Texas, (ii) a Volkswagen dealership in Irving, Texas, (iii) a BMW/
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MINI dealership in El Paso, Texas, (iv) a Buick/GMC dealership:in:El Paso, Texas, (v) a Cadillac/Buick/GMC
dealership in Houston, Texas, (vi).a Fiat franchise in Houston, Texas, (vil) Volkswagen franchises in San Diego,
California and Beaumont, Texas, and (viii) a Lincoln dealership in Houston, Texas.

_ Divestiture Strate;éy We contmually review the 1nvestments in our dealershlp portfoho for d1spos1t10n
opportumtles based upon a number of criteria, 1nclud1ng

« the rate of return on our capital 1nvestment over a period of time;

« location of the dealership in relatlon to exrstlng markets and onr ability to leverage our cost structure;
* potential future capital investment requirements;

e the franchise; and-

* existing real estate obligations, coupled with our ability to exit those obligations or identify an alternate
use. ' » co : : : .

- While it is our desire to only acqulre proﬁtable ‘well-established dealershlps at times we have been
requested in connection with the acqulsmon ofa _particular dealership group, to acquire dealerships that do not
fit our acquisition strategy. We acquire such dealerships with the understanding that we may need to divest of
them at some future time. The costs associated with such divestitures are included i in our analysis of whether we
acquire all dealershlps in the same acquisition. Addmonally, we may acquire a dealershlp whose profitablllty is
marginal, but which we believe can be mcreased through various. factors, such as: (i) change in management,
(i) increase or improvement in facility operations, (111) relocation of facrhty based on demographic changes,
(iv) reduction in costs, or (v) sales training. If, after a period of time, a dealership’s ~profitability does not
positively respond, management will make the decision to sell the dealership to a third party, or, in a rare case,
surrender the franchise back to the manufacturer Management constantly monitors the performance of all of our
dealerships, and routinely assesses the need for divestiture. In connection with divestitures, we are sometimes
required to incur additional charges associated with lease terminations or the impairment of long-lived assets. We
continue to rationalize our dealership portfolio and focus on increasing the overall profitability of our operations.
In conjunction with the disposition of certain of our dealerships, we may also dispose of the assoc1ated real
estate. :

Recent Dzsposmons During 2011, we drsposeri of two 'fr@nchises with annual revenues of approximately
$4.1 million.

Competition

We operate in a highly competitive industry. In each of our markets, consumers have a number of choices in
deciding where to purchase a new or used vehicle and how the purchase will be financed. Consumers also have
options for the purchase of related parts and accessories, as well as the service maintenance and repair of
vehicles. According to The National Automobile Dealers Association, there are approximately 17,700 franchised
automobile dealerships as of January 1, 2011; which is down from 18,460 as of January 1, 2010 and down 3,500
over the past five years. In addition, there are approximately 37,600 independent used vehicle dealers in the retail
automotive industry.

Our competitive success depends, in part, on national and regional automobile-buying trends, local and
regional economic factors and other regional competitive pressures. Conditions and competitive pressures
affecting the markets in which we operate, or in-any new markets we enter, could adversely affect us, although
the retail ‘automobile industry as a whole might not be affected. Some of our competitors may have greater
financial, marketing and personnel resources and lower overhead and sales costs. than we do. We cannot
guarantee that our operating performance and our acquisition or disposition strategies will be more effective than
the strategies of our competitors. '

New and Used Vehicles. We believe the principal competitive factors in the automotive retailing business
are location, suitability of the facility, on-site management, the suitability of a:franchise to the market in which it
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is located, service, price and selection. In the:new vehicle market, our dealerships compete with other franchised
dealerships in their market areas, as well as auto brokers, leasing companies, and' Internet companies- that provide
referrals to, or broker vehicle sales with, other dealerships or customers. We are subject to competition from
dealers that sell the same brands of new vehicles that we sell and from dealers that sell other brands of new
vehicles that we do not sell in a particular market. Our new vehicle dealer competitors also have franchise
agreements with the various vehicle manufacturers and, as such, generally have access to new vehicles on the
same terms as we do. We do not have any cost advantage in purchasing new  vehicles from vehicle
manufacturers, and our franchise agreements do not grant us the excluswe nght to sell a manufacturer’s product
within a given geographlc area.

In the used vehicle market, our dealerships compete both in their local market and nationally, including over
the Internet, with other franchised dealers, large multi-location used vehicle retailers, local independent used
vehicle dealers, automobile rental agencies and private parties for the supply and resale of used vehicles.

Parts, Service and Collision. We believe the principal competitive factors in the parts and service business
are the quality of customer service, the use of factory-approved replacement parts, familiarity with a
manufacturer’s brands and models, convenience, access to technology required for certain repairs and services
(e. g., software patches, diagnostic equlpment etc.), locatlon pnce the' competence of technicians and the
availability of training programs to enhance such expertise. In’ the parts and service market, our dealerships
compete with other franchised dealers to perform warranty repairs ‘and sell factory replacement parts. Our
dealerships also compete with other automobile dealers, franchlsed and mdependent service center chains, and
independent repair shops for non-warranty repair and maintenance business. In addition, our dealerships sell
replacement and aftermarket parts both locally and nationally over the Internet in competition with franchised
and independent retail and wholesale parts outlets. A number of regional or national chains offer selected parts
and services at prices that may be lower than ours. Our collision centers compete with other large, multi-location
companies, as well as local, independent, collision service operations.

Finance and Insurance. We face competition in arranging financing for our customers’ vehicle purchases
from a broad range of financial institutions. Many financial institutions now offer finance and insurance products -
over the Internet, which may reduce our profits from the- sale of these products. We believe the principal
competitive factors in the finance and insurance business are convenience, interest rates, product availability,
product knowledge and flexibility in contract length. We may be charged back for unearned financing, insurance
contracts or vehicle service contract fees in the évent of early termination of the contracts by customers.

Acquisitions. We compete with other national dealer groups and individual investors for acquisitions.
Increased competition, especially in certain of the luxury and import brands, may raise the cost of acquisitions.
We cannot guarantee that there will be sufficient opportunities to complete desired acquisitions, nor are we able
to guarantee that we will be able to complete acqu'isitions on terms acceptable to us.

Flnancmg Arrangements and Indebtedness

As of December 31, 2011, our total outstanding indebtedness and lease and other obligations were
$1,696.1 million, including the following: » ;

 $609.7 million under the Floorplan Line of our Revolving Credit Facility;
* $276.9 million of future comrmtments under various operating leases

¢ $156.9 million of term loans, entered into independently with three of our manufacturer-affiliated finance
partners, . Toyota Motor Credit Corporation (“TMCC”), Mercedes-Benz Financial Services USA LLC
. (“MBFS”), and BMW Financial Services NA, LLC (“BMWES”) primarily to finance real estate;

» $145.0 million in carrying value of 2.25% convertible senior notes due 2036 (“2.‘25%’ Notes™);
K $77.4 million in carfying value of 3.00% cony_ertible senior notes due 2020 (“3.00% Notes”);
* $107.6 million under our FMCC Facility;
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¢ $48.4 million under ﬂoorplan notes payable to various manufacturer affiliates for foreign and rental
vehicles; :

* $41.0 million iinder our five-year Real Estate Crédit Facility (“Mortgage Facility”);

* $39.3 million of capltal lease obligations related to real estate, as well as $34.3 million of estimated
interest; : .

* $37.7 million of various notes payable;

¢ $34.0 million of obligations from interest rate nsk management activities, as well as $52.7 million of
estimated interest; :

"o $2.9 million of estimated interest payments on floorplan notes payable and other long-term debt
obligations;

* $24.3 million of letters of credit, to collateralize certain obligations, issued under the Acquisition
Line; and

* $8.0 million of other short and long-term purchase commitments.

As of December 31, 2011, we had the following amounts available for additional borrowings under our
various credit facilities:

* $490.3 million under the Floorplan Line of our Revolving Credit Facility, including $109.2 million of
immediately available funds;

 $225.7 million under the Acquisition Line of our Revolving Credit Facility, which is limited based upon a
borrowing base calculation within certain debt covenants; and

* $42.4 million under our FMCC Facility.

In addition, the indentures relating to our other debt instruments allow us to incur addmonal indebtedness
and enter into additional operating leases, subject to certain conditions. '

Stock Repurchase Program -

From time to time, our Board of. Dlrectors authorizes us to repurchase shares of our. common stock subject
to the restrictions of various debt agreements and our judgment. In June 2010, we completed the August 2008
authorization to repurchase up to.$20.0 million of our common stock. In July 2010, our Board approved. another
common stock repurchase program, subject to the restrictions of various debt agreements, which authorized us to
purchase up to $25.0 million in common stock with no expiration date. In August 2011, we completed the July
2010 authorization and our Board approved another repurchase program which authorized us to purchase up to
$50.0 million in common stock. The shares were to be repurchased from time to time in open market or privately
negotiated transactions depending on market conditions, at our discretion, and funded by cash from operations.
Pursuant to the Auvgust 2011 authorization, 891,854 shares were repurchased as of December 31, 2011 at an
average price of $37.30 per share, or for a total of $33.3 million. In total for 2011, 1.4 million: shares were
repurchased at an average price of $37.36 per share, or a total of $50.8 million. : :

Future repurchases are subject to the discretion of our Board of Directors after considering our results of
operations, financial condition, cash flows, capital requirements, existing debt covenants, outlook for our
business, general business condrtrons and other factors

Dividends

During 2011, our Board of Directors approved four quarterly cash dividends totaling $0.48 per share. The
payment of dividends in the future is subject to the discretion of our Board of Directors, after considering our
results of operations, financial condition, cash flows, .capital requirements, outlook for our business, general
business conditions, the political and legislative environments and other factors. We are limited under the terms
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of the Credit Facility and Mortgage Facility in our ability to make cash dividend payments to our stockholders
and to repurchase shares of our outstanding common stock, based primarily on our quarterly net income
(“Restricted Payment Basket”). As of December 31, 2011, the Restricted Payment Basket under both facilities
was $85.0 million and will increasé in the future periods by 50.0% of our cumulative net income (as defined in
terms of the Credit Facility), as well as the net proceeds from stock option exercises, and decrease by subsequent
payments for cash dividends and share repurchases. ,

Relationships and Agreements with our Manufacturers

Each of our dealerships operates under a franchise agreement with a vehicle manufacturer (or authorized
distributor). The franchise agreements grant the franchised automobile dealership a non-exclusive right to sell the
manufacturer’s or distributor’s brand of vehicles and offer related parts and service within a specified market
area. These franchise agreements grant our dealershlps the nght 10 use the manufacturer’s or distributor’s
trademarks in connection with their operations, and impose numerous operational requirements and restnctlons
relating to, among other things:

« inventory levels;
» working capital levels;
« the sales process;

* minimum sales performance requirements;

customer satisfaction standards; - : ‘ :

.

marketing and branding;

facility standards and signage;
* personnel;

+ changes in management; and
< monthly ﬁnanc1al reporting.

Our dealerships’ franch1se agreements are for various terms, rangmg from one year to indefinite. Each of
our franchise agreements may be terminated or not renewed by the manufacturer for a variety of reasons,
including unapproved changes of ownership or management and performance deficiencies in such areas as sales
volume, sales effectiveness and customer satisfaction. In most cases, manufacturers have renewed the franchises
upon expiration so long‘as the dealership is in compliance with the terms of the agreement. From time to time,
certain manufdcturers may assert-sales and. customer satisfaction performance deficiencies under the terms of our
framework and franchise agreements at a:limited number of our dealerships. We work with these manufacturers
to address any performance -issues. In general, the states in which we operate have automotive dealership
franchise laws that provide that, notwithstanding the terms of ‘any franchise agreement, it is unlawful for a
manufacturer to terminate or not retiew ‘a franchise unless “good cause” exists. It génerally is difficult for a
manufacturér to terminate, or not renew, a franchise under these laws, which were designed to protect dealers.
Though unsuccessful to date, manufacturers’ lobbyirig efforts' may lead to the repeal or revision of state dealer
laws. If ‘dealer laws are repealed in the states in which we operate, manufacturers may be able to terminate our
franchises without providing advance notice, an opportunity to cure or showing of good cause. Without the
protection of state dealer laws, it may also be more difficult for our dealers to renew their franchise agreements
upon expiration. Further, federal law, including any federal bankruptcy law or any federal law that may be passed
to address the current economic crisis, may preempt state law and allow manufacturers greater freedom to
terminate or not renew franchises. The recent economic recession caused domestic manufacturers to cntlcally
evaluate their respective dealer networks and terminate certain brands, and, as a result, the respective franchises.
For example, General Motors chose to discontinue the Pontiac brand and, as a result, both of our Pontiac
franchises were terminated: In addition, Ford chose to discontinue the Mercury brand and, as a result, all four of
our Mercury franchises were terminated. Subject to the recent or similar future’ economic factors, we generally
expect our franchise agreements to survive.for the foreseeable future and, when the agreements do not have
indefinite terms, anticipate. routine renewals of the agreements without substantial cost or modification.
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Our dealership service departments perform vehicle repairs'and service for customers under manufacturer
warranties. We are reimbursed for the repairs and service directly from: the manufacturer. Some manufacturers
offer rebates to new-vehicle customers that we are required; under specific program rules, to ‘adequately
document, support and typically: are :responsible .for collecting. ' In -addition,.- from: time to time, some
manufacturers provide us with incentives to sell certain models and levels of inventory over designated periods
of time. Under the terms of our déalership franchise agreements, the respective manufacturers are able to perform
warranty, incentive and rebate audits and charge us back for unsupported or non- quahfymg warranty repairs,
rebates or incentives. - :

In addition to the -individual dealershlp franchise agreements discussed above, we have entered into
framework agreements with most major vehicle manufacturers and distributors. These agreements impose a
number of restrictions on our operations, ihcluding our ability to make acquisitions and obtain financing, and our
management. These agreements also impose change of control provisions related to the ownership of our
common stock. For a discussion of these restrictions and the risks related to our relationships with vehicle
manufacturers, please read Part I, “Ttem 1A Rlsk Factors.”

The follewing table sets, forth the percentage of:our new .vehicle retall unit sales attnbutable to the
manufacturers that accounted for approximately 10% or more of our new vehicle retail unit sales:

. N ,_’.Percentage of New
: " Vehicle Retail
. . Units Sold during
. » e L : . ) the Year Ended
Manufacturer =~ - ) ‘ December 31 2011
Toyota/Scion/Lexus e S T et . '. 30 4%
Nissan/Infiniti ...... s e s e s el (SRR 13:7%.
BMW/MINI ... . o i i, T S A U - 13.1%

" Honda/Acura R P I U Ll 10.7% -

Governmental Regulations
Automotivé and Othér iaws and Regulations

We operate in a highly regulated industry. A number of state and federal laws ‘and regulations affect our
business and the business of ‘our manufacturers. In every state in which we operate, we must obtain various
licenses in order to operate our businesses, including d‘eale‘r, sales and finance, and insurance licenses issued by
state regulatory authorities. Numerous laws and regulations ‘govern our conduct of business, including those
relating to our sales; operations, financing, insurance, advertising and employment practices. These laws and
regulations include state franchise laws and regulations, consumer‘protection laws, and other extensive laws and
regulations applicable to new and used motor vehicle dealers, as well as-a variety of other laws and regulations.
These laws also include federal and state wage hour anti- dlscrrmrnatron and other employment practlces laws

Our financing activities wrth customers are subJect to federal truth in-lending, consumer leasing and equal
credit opportunity laws and regulatrons, as well as state and local motor vehicle finance laws, installment finance
laws, usury. laws and other:installment sales laws and regulations. Some states regulate finance fees and charges
that may be paid as a result of vehicle sales. Claims arising out of actual or alleged violations of law may be
asserted against us, or our dealerships, by individuals or governmental entities and may expose us to significant
damages or other penaltles mcludmg revocatlon or suspens1on of our 11censes to conduct dealership operatlons
and fines.

Our operatrons are subject to the N atronal Trafflc and Motor Vehlcle Safety Act, Federal Motor Vehicle
Safety Standards promulgated by the United States Department of Transportation and the rules and regulations of
various state: motor vehicle regulatory agencies. The imported automobiles we purchase are subject to United
State$ customs duties, and in the ordinary course of our busmess we may, from time to time, be subject to.claims
for duties, penalties, liquidated damages or othér charges. ‘
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Our operations are-subject to consumer protection laws known:as Lemon Laws. These laws typically require
a manufacturer or dealer .to-replace a new vehicle or accept. it for.a full refund within one year after initial
purchase if the vehicle does not:conform to the manufacturer’s express warranties and the dealer or
manufacturer,: after a reasonable number of attempts, is*unable to.correct or .repair the defect. Federal laws
reéquire various written disclosures to be provided on-new vehicles, including mileage and pricing information.
We are aware that several states -are: considering enacting consumer “bill-of-rights” statutes to provide further
protection ‘to the consumer which could affect our profitability in such states. : : E

The Dodd-Frank Wall Street Reform and Consumer Protection Act, which was signed into law on July 21,
2010, established a new consumer financial protection agency with broad regulatory powers. Although
automotive dealers are generally, excluded the Dodd-Frank Act could lead to additional, indirect regulation of
automotive dealers through its regulation of automotive finance companies and other ﬁnancral institutions. For
instance, among other notices we are requ1red to comply with those regulat1ons applicable to privacy notices and
risk-based pricing. : ;

Environmental and Occupational Health and Safety Laws and Regulations

Our ‘operations involve the use, handling, storage and contracting for recyclinig and/or disposal of materials
such as motor oil and filters, transmission- fluids, antifreeze, refrigerants, ‘paints, thinners, batteriés, cleaning
products, lubricants, degreasing agents, tires and fuel. Consequently, our business is subject to a complex variety
of stringent féderal, state and local laws and regulations governing management and disposal of materials and
wastes, protecuon of the environment and occupational health and safety. These laws and regulations affect many
aspects ‘of our operations, such as requiring the acquisition of permits or other governmental approvals to conduct
regulated ‘activities, restricting the manner in which we handle, recycle and dispose of our wastes, incurring
capital expenditures to construct, maintain and upgrade pollution control and containment equipment and
facilities, ‘impose specific health and safety criteria addressing worker protection, and impose -substantial
liabilities for pollution caused by our operations or attributable to former operations. Failure to comply with these
laws and regulations may result in the assessment of administrative, civil and criminal penalties, imposition of
remedial obligations and issuance of injunctions delaying, restricting or prohibiting some or all of our
operations. We may not be able to recover some or any of these costs from insurance.

Most of our dealerships utilize aboveground storage tanks and, to a lesser extent, underground storage tanks
primarily for petroleum-based products. Storage tanks are subject to testing, containment, upgrading and removal
requirements under the Resource Conservation and Recovery Act, as amended, or RCRA, .and its state law
counterparts. RCRA imposes requirements relating to the handling -and  disposal of hazardous wastes and
non-hazardous solid wastes and requires us to comply with stringent and costly requirements in connection with
our storage and recycling-or disposal of the various used fluids, paints, batteries, tires and fuels generated by our
operations. Clean-up or other remedial action may be necessary in the event of leaks or other unauthorized
discharges from storage tanks or other equipment operated by us. In addition, water-quality protection programs
under the federal Water Pollution Control Act, as amended, (commonly known as.the Clean Water Act) and
comparable state and local programs govern.certain wastewater and stormwater discharges from our operations,
which discharges may require permitting. Similarly, certain sources of air emissions from our operations may be
subject to permitting, pursuant to the federal Clean Air Act, as amended, and related state and local-laws. Certain
health and safety standards imposed under the Federal Occupational Safety and Health Act, as amended, or
otherwise promulgated by the Occupational Safety and Health Administration of the United States Department of
Labor and related state agencies are also applrcable to protect1on of the health and safety of our employees

We generally conduct environmental studies on dealershrps to be acquired regardless of Whether we are
leasing or acquiring in fee the underlying real property, and as necessary, implement environmental management
practices or remedial activities to reduce the risk of noncompliance with environmental laws and regulations.
Nevertheless, we currently own or lease; and in connection with our acquisition program anticipate in the future
owning or leasing, properties that in some- instances have been used for auto retailing and servicing for many
years. These laws apply regardless of whether we lease or purchase the land and facilities. Although we have
utilized operating and disposal practices that were standard in the industry at the time, a risk exists that petroleum
products or wastes such as new and used motor oil, transmission fluids, antifreeze, lubricants, solvents and motor
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fuels could have been spilled or released on or under the properties owned or leased by us or on or under other
locations where such materials were taken for recycling or disposal. Further, we believe that structures found on
some of these properties may contain suspect asbestos- contammg materials, although in an undisturbed
condition. In addition, many of these properties have been operated by third parties whose use, handling and
disposal of such petroleum products or wastes were not under our: control. These properties and the materials
disposed or released on them may be subject to CERCLA, RCRA and analogous state laws, pursuant to which we
could be required to remove or remediate previously disposed wastes or property contamination or to perform
remedial activities to prevent future contamination. :

The trend in environmental regulation is to place more restrictions and limitations on activities' that may
affect the environment. Consequently, any changes in environmental laws and regulations or re-interpretations of
enforcement policies that result in more stringent and costly Veh1cular pollutron control equ1pment or waste
handlmg, storage, transport, disposal or remediation requirements could have a material adverse effect on our
financial position and results of operations. For example, vehicle manufacturers are subject to federal mandated
corporate average fuel economy standards, which will increase substantrally in 2012 throiigh 2016. Furthermore,
in response to studies suggesting that emissions of carbon dioxide and certain other gases, referred to an
“greenhouse gases,” may be contributing to warming of the Earth’s atmosphere and other climatic changes,
climate-change legislation.and regulatory changes have been made or are being considered at state.and federal
levels. The adoption. of any laws or regulations requiring' significant increases in fuel economy requirements or
new federal or state restrictions on emissions of carbon dioxide on vehicles and automotive fuels in the United
States could adversely affect prices of and demand for the vehicles we sell. -

Insurance and Bonding
Our operations expose us to the risk of various liabilities, including:

* claims by employees, customers or other’ third parties for personal injury or property damage resulting
from our operations; and

« fines and civil and criminal penaltres resulting from alleged violations of federal and state laws or
regulatory requrrements

The automotive retailing business is also subject to substantial risk of real and personal. property loss as a
result of the significant concentration of real and personal property values: at dealership locations.. Under. self-
msurance programs, we retain various levels of aggregate loss limits, per claim deductibles and claims handling
expenses, including property and casualty, automobile physical damage, and employee medical benefits. In
certain cases, we insure costs in excess of our retained risk per claim under various contracts with third-party
insurance carriers. Actuarial estimates for the portion of claims not covered by insurance are based on historical
claims experience, adjusted for current trends and changes in claims-handling procedures. Risk retention levels
may change in the future as a result of changes in the insurance market or other factors affecting the economics
of our insurance programs. Although we believe our insurance coverage is adequate, we cannot assure that we
will not be exposed to uninsured or undermsured losses that could have a material adverse effect on our business,
financial condition, and results of operations or cash flows.

We make provisions for retained losses and deductibles by reflecting charges to expense based upon
periodic evaluations of the estimated ultimate liabilities on reported and unreported claims. The insurance
companies that underwrite our insurance require that we secure certain of our obligations for self-insured
exposures with collateral: Our collateral requirements areset by the insurance companies and, to date, have been
satisfied by posting -surety bonds, letters of credit and/or cash deposits. Our collateral requirements may change
from time.to time based on, among other things, our.total insured exposure and the related self-insured retention
assumed under the pohcles SR
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Employees

We believe our relatlonshrps with our employees are favorable As of December 31 2011 we ‘employed
8, 267 (full-ume, part-trme and temporary) people of Whom

*: 1,221 were employed in managerial positions;

. 41,.606 were employed in non-‘n'lan'ageri‘al yehiclé sales depamnent_ po_sitions;

+ 4,121 were employed in non-rnanagerial parts and service department positions; and
+ 1,319 were-employed in administrative support positions.

Erghty of ‘our employees in one market are represented by a labor union. Because of our dependence on
vehrcle manufacturers, we may be affected by labor strikes, work slowdowns and walkouts af vehicle
manufactunng facilities. Additionally, labor strikes, work slowdowns and walkouts at businesses partrcrpatmg in
the distribution of manufacturers’ products may also affect us.

Se’asonaliry

We generally experience higher volumes of vehicle sales.and service in the second and third ‘calendar
quarters of each year. This seasonality is generally attributable to consumer buying trends and the timing of
manufacturer new vehicle model introductions. In ‘addition, in some regions: of the U.S., vehicle purchases
decline during the winter months due to inclement weather. As a result, our revenues and operating income are
typically lower in the first and fourth quarters and higher in the second and third quarters. Other factors unrelated
to seasonality, such as changes in economic condition, inventory availability, and manufacturer incentive
programs, may exaggerate seasonal or cause counter-seasonal fluctuations in our revenues and operating income.

For further discussion, please read Part I, “Item 1A. Risk Faptors.”

Executive Officers

Our executive officers serve at the pleasure of our Board of Directors and are subject to annual appointment
by our Board of Directors at its first meeting following each annual meeting of stockholders. There are no
arrangements or understandings between any of our executrve offrcers and any other person pursuant to whlch
any person was selected as an executrve officer.

The followrng table sets forth certain 1nformat10n as of the date of this Form 10- K regardmg our current
executive ofﬁcers

Name . . 5 : ég_e_ ‘ v . - . Position .
Earl J. Hesterberg ....... .. 58  President and Chief Executive Officer, Director
John C. Rickel ... .. ev..... 50"  Senior Vice President and Chief Finiancial Ofﬁcer
Darryl M. Burman . ....... ... 53 Vice President and General Counsel
Peter C. DeLongchamps .... 51 Vice President, Financial Services and Manufacturer Relatlons
J.Brooks O'Hara ........ . 56 Vice President, Human Resources
Earl J. Hesterb‘erg

Mr. Hesterberg has served as our President and Chief Executive Officer and as a director since April 2005.
Prior to joining us, Mr. Hesterberg had served as Group Vice President, North America Marketing, Sales and
Service for Ford Motor Company, a global manufacturer and distributor of cars, trucks and automotive parts,
since October 2004. From July 1999 to September 2004, he served as Vice President, Marketing, Sales and
Service for Ford of Europe, and from 1999 until 2005, he served on the supervisory board of Ford Werke AG.
Mr. Hesterberg has also served as President and Chief Executive Officer of Gulf States Toyota, an independent
regional distributor of new Toyota vehicles, parts and accessories. He has also held various senior sales,
marketing, general management, and parts and service positions with Nissan Motor Corporation in U.S.A. and
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Nissan Europe, both of which are wholly-owned by Nissan Motor Co., Ltd., a global provider of automotive
products and services. Mr. Hesterberg serves on the Board of Directors, the Corporate Governance and
Nominating Committee of Stage Stores, Inc., and as Chairman of the Compensation Committee, national retail
clothing chain with over 800 stores located in 39 states. Mr. Hesterberg also services on the Board of Trustees of
Davidson College and on the Board of Directors of the Greater Houston Partnership, a local non-profit
organization dedicated to building regional economic prosperity. Mr. Hesterberg received his BA in Psychology
at Davidson College in 1975 and his MBA from Xavier University in 1978.

John C. Rickel

Mr. Rickel has served as our Senior Vice President and Chief Financial Officer since December 2005. From
1984 until joining us, Mr. Rickel held a number of executive and managerial positions of -increasing
responsibility with Ford Motor Company, a global manufacturer and distributor of cars; trucks and automotive
parts. He most recently served as Controller, Ford Americas, where he was responsible for the financial
management of Ford’s western hemisphere automotive operations. Immediately prior to that, he was Chief
Financial Officer of Ford Europe, where he oversaw all accounting, financial planning, information services, tax
and investor relations activities. From 2002 to 2004, Mr. Rickel was Chairman of the Board of Directors of Ford
Russia and a member of the Board. of Directors and the Audit Committee of Ford Otosan,.a publicly traded
automotive company located in Turkey and owned 41% by Ford. Mr. Rickel received his BSBA in 1982 and
MBA in 1984 from The Ohio State University. = ' .

Darryl M. Burman v

" Mr. Burman has served as our Vice President and General Counsel since December 2006. From December
2006 through July 2010, Mr. Burman also served as our Secretary. From September 2005 to December 2006,
Mr. Burman was a partner and head of the corporate and securities practice in the Houston office of the law firm
of Epstein Becker Green Wickliff & Hall, P.C. From September 1995 until September 2005, Mr. Burman served
as the head of the corporate and securities practice of the law firm of Fant & Burman, L.L.P. in Houston, Texas.
Mr. Burman currently serves as a Director of the Texas Géneral Counsel Forum — Houston "Chapter.
Mr. Burman graduated from the University of South Florida in 1980 and received his J.D. from South Texas
College of Law in 1983. - R : :

Peter C. DeLongchamps ‘

Mr. DeLongchamps serves as Vice President, Financial Services & Manufacturer Relations. He previously
served as Vice President, Manufacturet Relations & Public Affairs from January 2006 through December 2011,
and as Vice President, Manufacturer Relations from July 2004 through December 2005. Mr. DeLongchamps
began his automotive retailing career in 1980, having served as District Manager for General Motors Corporation
and.Regional Operations Manager for BMW of North America, as well as various other management positions in
the automotive industry. Immediately prior to joining the Company in 2004, Mr. DeLongchamps was President
of Advantage BMW, a Houston-based automotive retailer. Mr. DeL.ongchamps also serves on-the Board of
Directors of Junior- Achievement of: Southeast Texas. Mr.. Delongchamps received his BBA from Baylor
University in 1983. ' o

J. Brooks O’Hara

Mr. O’Hara has sefved as our Vice President, Human Resources since February 2000. From 1997 until
joining Group 1, Mr. O’Hara was Corporate Manager of Organiiatiohal Development at Valero Energy
Corporation, an integrated-refining and marketing company. Prior to joining Valero, Mr. O’Hara served for a
number of years as Vice President of Administration and Human Resources at Gulf States Toyota, an
independent regional distributor of new Toyota vehicles, parts -and accessories. Mr. O’Hara is certified as a
Senior Professional in Human Resources (SPHR). Mr: O’Hara received his BS in Marketing from Florida State
University in 1978 and his MBA in 1991 from the University.of St. Thomas: a
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Internet Website and Availability of Public Filings

Our Internet address is www. grouplauto com. We make the following mformauon available free of charge
on our internet websne

¢ Annual Report on Form 10-K;
* Quarterly-Reports on Form 10-Q;

* Current Reports on Form 8-K;
* Amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act;
¢ Our Corporate Governance -Guidelines;

» The charters for our Audit, Compensation, F1nance/R1sk Management and Normnatlng/Governance
Committees;

* Our Code of Conduct for Directors, Officers and Emp'loyees; and v
* Our Code of Ethics for our Chief Executive Officer, Chief Financial Officer and Controller.

" We make our filings with the Securities and Exchange Commission (“SEC”) available on our website as
soon as reasonably practicable after we electronically file such material with, “or furnish such material to, the
SEC. The SEC also maintains an internet website at hitp:/sec.gov that contains reports, proxy and information
statements, and other information regarding our company that we file and furnish electronically with the SEC.
The above information is available in print to anyone who requests it free of charge. In addition, the public may
read and copy any materials we file with the SEC at the SEC’s Public Reference Room at 100 F. Street, N.E.,
Washington, DC 20549 and may obtain information on the operation of the Public Reference Room by calling
the SEC at 1-800-SEC- 0330 ,

Item 1A. Risk Factqrs

. Economic slowdowns and other adverse economic conditions have had and, in the future, could have a
material adverse effect on our business, revenues and profitability.

The automotive retail industry, and especially new vehicle unit sales, is influenced by general economic
conditions, particularly consumer confidence, the level of personal discretionary spending, interest rates, fuel
prices, unemployment rates and credit availability. During economic downturns, retail new vehicle sales typically
experience periods of decline characterized by oversupply and weak demand. The récent- general economic
slowdown, as well volatility in consumer preference around fuel-efficient vehicles in response to volatile fuel
prices .and concern about domestic manufacturer viability, resulted in a difficult business environment. In
addition, the tightening of the credit. markets and credit conditions resulted in a decrease in the availability of
automotive loans and leases and led to more stringent lending conditions which adversely impacted our new and
used vehicle sales and margins. If the unfavorable economic conditions were to return and the availability of
automotive loans and leases becomes limited again, it is possible that our vehicle sales and margins could be
adversely impacted...

Recent economic conditions caused most sub-prime finance companies to tighten their credit standards and
this reduction in available credit adversely affected our used vehicle sales and margins. If sub-prime finance
companies apply higher standards, if credit standards used by sub- prime finance companies tighten again, or if
there is another decline in the overall availability of credit in the sub-prime lending market, the ability of these
consumers to purchase vehicles could be limited, which could have a material adverse effect on our used car
business, revenues, cash flows and prof1tab111ty

Volatile fuel prices may also continue to affect consumer preferences in connection with the purchase of our
- vehicles. Rising fuel prices may make consumers less likely to purchase larger, more expensive vehicles, such as
sports utility vehicles or luxury automobiles and more likely to purchase smaller, less expensive and more fuel
efficient vehicles. Sudden changes in customer preferences make maintenance of an optimal mix of large -and
small vehicle inventory a challenge. Further increases or sharp declines in fuel prices could have a material
adverse effect on our business, revenues, cash flows and profitability.
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In addition, local economic, competitive and-other conditions affect the performance of our dealerships. Our
revenues, cash flows and profitability depend substantially on general economic conditions and spending habits
in those regions of the U.S. where we maintain most of our operations. "

We are .rubject to a concentration of risk in the event of financial distress, merger, sale or bankruptcy,
including potential liquidation, of, or other adverse economic impacts on, certain major vehicle
manufacturers. : ;

Toyota/Scion/Lexus, Nissan/Infiniti, Honda/Acura, Ford, BMW/MINI, Daimler, Chrysler and General
Motors dealerships represented approximately 94.1% of our total new vehicle retail units sold in 2011. In
particular, sales of Toyota/ScmnlLexus new vehicles represented 30.4% of our new vehicle unit sales in 2011.
The success of our dealerships is dependent on vehicle manufacturers in several key respects. First, we rely
exclusively on the various vehicle manufacturers for our new vehicle 1nventory Our ability to sell new vehicles
is dependent on a vehicle manufacturer s ability to produce and allocate to our dealerships an attractive, high
_quality, and desirable product mix at the right time in order to satlsfy customer demand. Second, manufacturers
generally support their franchisees by providing direct financial assistance in various areas, 1nclud1ng, among
others, incentives, floorplan assistance and advertising assistance. A discontinuation or change in our
manufacturers’ warranty and incentive programs could adversely affect our business. Th1rd manufacturers
provide product warranties and, in some cases, service contracts to customers. Our dealershrps perform warranty
and service contract work for vehicles under manufacturer product warranties and service contracts and bill the
manufacturer directly as opposed to invoicing the customer. In addition, we rely on manufacturers to varying
extents for original equipment manufactured replacement parts, tralnlng, product brochures and point of sale

materials, and other items for our dealerships. .

Vehicle manufacturers may be adversely impacted by economic downturns or recess1ons s1gn1f1cant
declines in the sales of their new vehicles, increases in interest rates, adverse fluctuations in currency exchange
rates, declines in their credit ratings, reductions in access to capital , or credit, labor strikes or similar d1srupt10ns
(including within their major suppliers), supply shortages, or rising raw material costs, rising employee benefit
costs, adverse publicity that may reduce consumer demand-for their products (including due to bankruptcy)
product defects, vehicle recall campaigns, litigation, poor product mix or unappealing vehicle design,
governmental laws and regulations, natural disasters, or other adverse events. These and other risks could
materially adversely ‘affect any manufacturer and impact its ability to profitably design, market, produce or
distribute new vehicles, which in turn could materially adversely affect our business, results of operations,
finaricial condition, stockholders’ equity, cash flows and prospects. In- 2008 and 2009, vehicle manufacturers and
in particular domestic manufacturers, were adversely impacted by the unfavorable economic conditions in the
U.S. In 2010, Toyota was significantly impacted by adverse publicity regarding vehicle quality. In 2011, natural
disasters in Asia adversely affected certain vehicle manufacturers, including Toyota and Honda, and many of the
parts suppliers on which they depend by temporarily restricting the manufacturers® ability to supply new vehicles
and related parts. As a result, we experienced a decline in the supply of new vehicles and related parts assoc1ated
with these manufacturers, slowing the pace of new vehicle sales in 2011.

In the event or threat of a bankruptcy by a vehicle manufacturer, among other thrngs (1) the manufacturer
could attempt to terminate all or certain of our franchises, and we may not receive adequate compensation for
them, (2) we may not be able to collect some or all of our receivables that are due from such manufacturer and
we may be subject to preference claims relating ‘to' payments made by such manufacturer prior to bankruptcy,
(3) we may not be able to obtain financing for our néw vehicle inventory, or arrange ﬁnancmg for our customers
for their vehicle purchases and leases, with such manufacturer’s captive finance subsidiary, which may cause us
to finance our new vehicle inventory, and arrange financing for our customers, with alternate finance sources on
less favorable terms, and (4) consumer demand for such manufacturer’s products could be materially adversely
affected and could impact the value of our inventory. These events may result in a partial or complete write-
down of our goodwill and/or intangible franchise rights with respect to any terminated franchises and cause us to
incur non-cash impairment charges related to operating leases and/or receivables due from such manufacturers or
to record allowances against the value of our new and used vehicle inventory.
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We are dependent on-our relationships with manufactures and if we are unable to enter into new franchise
agreements in connection with dealership acquisitions or maintain or renew our existing franchise
agreements on favorable terms, our operations may be significantly impaired.

We are dependent on our relationships with manufacturers, which exercise a great degree of influence over
our operations through the franchise agreements. For example, delays in obtaining, or failing to obtain,
manufacturer - approvals for ‘dealership acquisitions could adversely affect our -acquisition program. In
determining whether to approve an acquisition, manufacturers may consider many factors, including the“moral
character and business experience of the dealership principals and the financial condition, ownership structure,
CSI scores, sales eff1c1ency, and other performance measures of our dealershlps Also, our manufacturers attempt
to measure customers’ saquact;on with automobile dealerships through systems generally known as CSI, which
may be modified or replaced at the. manufacturer’s discretion. Manufacturers may use these performance
indicators, as well as sales performance numbers, as conditions for certain payments and as factors in evaluating
applications for additional acquisitions. In unusual cases where ‘performance indicators, such as the ones
described above, are not met to the satisfaction of the manufacturer, certain manufacturers may either limit our
ability to acquire additional dealershlps or require the disposal of existing dealershlps or both. From time to time,
we have not met all of the manufacturers’ requirements to make acquisitions and have received requests to
dispose .of certain of our dealershlps On one occasion, one of our manufacturers initiated legal proceedings to
block one of our acquisitions, but before the court could address the matter, the manufacturer dismissed its
proceeding when the seller elected not to sell its dealerships, to us. In the event one or more of our manufacturers
sought to proh1b1t future acquisitions, or imposed reqmrements to dispose of one or more of our dealerships, this
could adversely affect our acquisition and growth strategy '

A manufacturer may also limit the number of its dealerships that we may own or the number that we may
own in a particular geographic area. For example, we may acquire only four primary Lexus dealerships or six
outlets nationally, including only two Lexus dealerships in any one of the four Lexus geographic areas. We own
three primary Lexus dealerships. Also, under the manufacturer’s interpretation of existing guidelines, we own the
maximum number of Toyota dealerships permitted in the Gulf States region, which is comprised of Texas,
Oklahoma, Louisiana, Mississippi and Arkansas, and in the Boston regron, which is comprised of Maine,
Massachusetts, New Hampshire, Rhiode Island and Vermont '

In addition, each of our, franchise agreements may be terminated or not renewed by the manufacturer for a
vanety of reasons, including any unapproved changes of ownership or management and other material breaches
of the franchise agreements. Manufacturers may also have a right of first refusal if we seek to sell dealerships.
We cannot guarantee all of our franchise agreements will be renewed or that the terms of the renewals will be as
favorable to us as our current agreements. Actions taken by manufacturers to exploit their bargaining position in
negotiating the terms of renewals of franchise agreements could also have a material adverse effect on our
revenues and profitability. Further, the terms of certain of our real estate related indebtedness require the
repayment of all amounts outstanding in the event that the associated franchise is terminated. Our results of
operations may be materially and adversely affected to the extent that our franchise rights become compromised
or our operations restricted due to the terms of our franchise agreements or if we lose substantial franchises.

Finally, our franchise agreements do not give us the exclusive right to sell a manufacturer’s product within a
given geographic area. Subject to state laws that are generally designed to protect dealers, a manufacturer may
grant another dealer a franchise to start a new. dealershlp near one of our locations, or an ex1st1ng dealership may
move its dealersh1p to a location that would more directly compete against us. The location of new dealerships
near our ex1st1ng dealershlps could materially adversely affect our operatrons and reduce the proﬁtablhty of our
ex1st1ng dealershlps

Our abthty to acqutre new dealerships and successfully integrate those dealerships into our business could
adversely affect the growth of our revenues and earnings.

Growth in our revenues and earnings partially depends on our ablhty tOr acquire new dealershlps and
successfully integrate those dealerships into our existing operations. We cannot guarantee that we will be able to
identify and acquire dealerships in the future. In addition, we cannot guarantee that.any acquisitions will be
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successful or on terms and conditions: consistent. with past acquisitions. Restrictions by our manufacturers, as
well as covenants contained in our debt instruments, may directly or iridirectly limit our ability to acquire
additional dealerships. In addition, increased’ competition for: acquisitions may develop, which could result in
fewer acquisition opportunities available to us and/or higher acquisition prices. And, some of our competltors
may have greater financial resources than us.

We will continue to need substantlal capltal in, order to acquire add1t10nal ‘automobile dealerships. We
currently intend to finance future acquisitions by using cash generated from operations, borrowings under our
acquisition’ lines, proceeds from debt and/or equity -offerings -and, in' rare situations, issuing shares of our
common stock as partial consideration for-acquired dealerships. If potential:acquisition candidates are unwilling
to accept our common stock, we will rely solely on available cash or proceeds from debt or equity financings,
which could adversely affect our acquisition program. While it has improved recently; access to funding through
the debt or equity capital” markets could become challenging again in the future. Also, the cost of .obtaining
money fiom the credit' markets increased as many lenders and institutional investors increased interest rates,
enacted. tighter lending standards, refused to:refinance existing ‘debt as maturity at:all or on terms- similar to
current debt, and reduced and, in some cases, ceased to provide funding to borrowers. Accordingly, our ability to
make acquisitions could be adversely affected if the price of our common stock is depressed or if our access to
capital is limited. : ;

In addition, managing and integrating additional dealership’s into our existing mix of dealerships may result
in substantial costs, diversion of our management’s attention, delays, or other operational or financial problems.
Acqu1s1t10ns mvolve a number of spec:al risks, including, among other things:

. Incurring 51gn1f1cantly higher capltal expenditures and operatlng expenses; '
Ce falhng to integrate the operations and personnel of the acqulred dealershlps
. enterlng new markets with Wthh we are not fannhar, ’
* incurring undiscovered liabilities at acquired dealerships, in the case of stock acquisitions;
+ disrupting our ongoing business; .
. failing to retain'key personnel of the acqnired dezxjier.ships;'
* impairing relationships with employees, manufacturers and customers; and
S e 1ncorrect1y Valumg acqulred entltles |

: All of these risks could have a material adverse effect on our busmess ﬁnanc1a1 condition, cash flows and
results of operations. Although we conduct what we believe to be a prudent level of investigation regardmg the
operating condition of the businesses we. purchase in light. of the circumstances of each transaction, an
unavmdable level of nsk remams regardmg the actual operatmg condition of these bus1nesses

-We' are subject fo substantlal regulatwns, which may adversely affect our proﬁtabzhty

The “Energy Pohcy Conservaﬁon Act”, enacted into law by Congress in 1975, added T1t1e v, “Improvmg
Automotive Efficiency”, to the Motor Vehicle Information and Cost Savings Act and established Corporate
Average Fuel Economy (“CAFE”) standards for passenger cars and light trucks. CAFE is the sales weighted
average fuel economy, expressed in miles per gallon of a manufacturer’s fleet of -passenger cars or light trucks
with a gross vehicle weight rating of ‘8,500 pounds or less; manufactured for sale in the U.S., for any given model
year. The Secretary of Transportation has delegated authority to establish CAFE standards to the Administrator
of the National Highway Traffic Safety Administration (“NHTSA”). NHTSA is responsible for establishing and
amending the CAFE standards; promulgating regulations concerning CAFE procedures, definitions and reports;
considering petitions for exemptions from standards for low volurie manufacturers and establishing unique
standards for them; enforcing fuel economy standards and regulations; respondmg to petitions concerning
domestlc productlon by forelgn manufacturers and all other aspects of CAFE.
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.~The primary -goal of CAFE was to-substantially increase passenger carfuel efficiency. Congress has
continuously increased the standards since 1974, and, since mid-year 1990, the passenger car standard was
increased to 27.5 miles per gallon, and had remained at this level through 2009. The new law requires passenger
car fuel economy to rise to an industry average of 33.8 miles per gallon by 2012, increasing to 39.5 miles per
gallon in the year 2016. Likewise, light truck CAFE standards have. been established over the years and
significant changes were adopted in November 2006. As of mid-year 2007, the standard was increased to
'22 2 miles per gallon, now mcreased to 29.8 miles per gallon by 2016.

A number of state and federal laws and regulations affect our business. We are also subject to 1aws and
regulations relating to business:corporations generally. Any failure to comply with these laws:and regulations
may result in the assessment of administrative, civil, or criminal penalties, the imposition of remedial obligations
or the issuance of injunctions limiting. or prohibiting our operations. In every state in which we operate, we must
obtain various licenses in order to operate our businesses, including dealer, sales, finance and insurance-related
licenses- issued by state authorities. These laws also regulate our conduct of business, including our advertising,
operating, financing, employment and sales practices. Other laws and regulations include state franchise laws and
regulations and other extensive laws and regulations applicable to new and used motor vehicle dealers, as well as
federal and state wage-hour, anti-discrimination and other employment practices.laws. Furthermore, some states
have initiated consumer “bill of rights™ statutes which involve increases in our costs associated .with the sale of
vehicles, or decreases in some of our profit centers.

Our financing activities with customers are subject to federal truth-in-lending, consumer leasing and equal
credit opportunity laws and regulations, as well as state and local motor vehicle finance laws, installment finance
laws, insurance laws, usury laws and other installment sales laws and regulations. Some states regulate finance
fees and charges that may be paid as a result of vehicle sales. Claims arising out of actual or alleged violations of
law may be asserted against us or our dealerships by individuals or governmental entities and may expose us to
significant damages or other penalties, including revocanon or suspensmn of our hcenses to conduct dealership
operations and fines.

Our operations are also subject to the National Traffic and Motor Vehicle Safety Act, the Magnusson-Moss
Warranty Act, Federal Motor Vehicle Safety Standards promulgated by the United States Department of
Transportation and various state motor vehicle regulatory agencies. The 1mported automobiles we purchase are
subject to U.S. customs duties and, in the ordinary course of our business, we may, from time to time, be subject
to claims for duties, penalties, liquidated damages, or other charges..

Our operations are subject to consumer protection laws known as Lemon Laws. These laws typically require
a manufacturer or dealer to replace a new vehicle or accept it for a full refund within one year after initial
purchase if the vehicle does not conform to the manufacturer’s express warranties and the dealer or
manufacturer, after a reasonable number of attempts, is unable’ to correct or repair ‘the defect. Federal laws
require various written d1sclosures to be prOVlded on new vehicles, including mlleage and pricing 1nformat10n

The Dodd-Frank Wall Street Reform and Consumer Protection Act Wthh was signed into law on July 21,
2010, established a new. consumer financial protection agency with broad regulatory. powers. Although
automotive dealers are generally excluded the Dodd-Frank Act could lead to additional, indirect regulation of
automotive dealers through its regulation of automotive finance companies and other financial institutions. For
mstance we are required to comply with those regulations apphcable to privacy not1ces and risk-based pncmg

 Possible penalties for violation of any of these laws or regulat10ns include revocation or suspension of our
licenses and civil or criminal fines and penalties. In addition, many laws may give customers a private cause of
action. Violation of these Iaws, the cost of compliance with these laws, or changes in these laws could result in
adverse financial consequences to us.

Our operations are subject to environmental laws and regulatzons that may expose us to significant costs
and liabilities. _ ‘ 7 o
In the course of our operations, we generate, handle, store and. recycle or dispose of various used products
and wastes. These business activities are subject to stringent federal, regional, state and local laws and
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regulations -governing the release of materials into the environment or otherwise relating to environmental
protection. These laws and regulations may impose numerous obligations upon our operations- including the
acquisition of permits to conduct regulated activities, the imposition of restrictions on where or how to manage or
dispose of used products and wastes, the incurrence of capital expenditures to limit or prevent releases of such
material from our equipment, and the imposition of substantial liabilities for pollution resulting from our
‘operations. Failure to comply with these laws, regulations, and permits may result in the assessment of
administrative, civil, and criminal penalties, the imposition of remedial and corrective action obligations, and the
issuance of m]ectrons limiting or. preventmg some or all of our operanons

There is a risk of incurring significant environmental costs and habrhtles in the operations or our automotive
dealerships due to our handling of regulated used products and wastes, because of releases arising in the course
of our operations, especially from storage tanks, and due to contamination arising from historical operations and
waste disposal practices. Under certain environmental laws, we could be subject to joint and several, strict
liability for the removal or remediation of previously released materials or property contamination or for
correction of previously unknown equipment or facility deficiencies regardiess of whether we were responsible
for the release, contamination or deficiency or if the operanons were in compliance wrth all applicable laws at the
nme those actions were taken.

" The trend in environmental regulatxon is to place more. restrictions and limitations on activities that may
affect the environment, and thus any changes in environmental laws and regulations that result in‘more stringent
and costly pollution control equipment or waste containment, management or disposal requirements could have a
material adverse effect on our financial position and results of operation. For instance, vehicle manufacturers-are
currently subject to federal mandated corporate average fuel economy standards, which will increase to a fuel
efficiency equivalent of 35.5 miles per gallon in 2016 and is proposed to increase to a fuel eff1c1ency equivalent
of 54.5 miles per gallon by 2025. Also in response to studies suggesting that emissions of carbon dioxide and
certain other gases, referred to as greenhouse gases may be contributing to. warmmg of the Earth’s atmosphere
and, other climatic changes, the Congress and numerous states have from time to time considered and — in the
case of some states, adopted — legislation to restrict greenhouse gases. Moreover, the EPA has adopted rules
under ex1st1ng provisions of the federal Clean Arr Act that require a reduction in emissions of greenhouse gases
from motor vehicles, require certain construction and operating permit reviews for greenhouse gas emissions
from certain large stationary sources, and require monitoring and reporting of greenhouse gas emissions from
specified sources on an annual basis. The adoption of any Jaws or regulations requiring srgmﬁcant increases in
fuel economy requirements or new federal or state restrictions on emissions of greenhouse gases from our
operations or on vehicles and automotive fuels in the United States could adversely affect prices of and demand
for the vehicles we sell. Please see “Business — Governmental Regulations — Environmental and Occupational
Health and Safety Laws and Regulations” for more information. ‘

If we lose key personnel or are unable to. attract additional qualified personnel, our business could be
" adversely affected because we rely on the industry knowledge and relationships of our key personnel.

We believe our success depends to a significant extent upon the efforts and abilities of our executive
officers, senior management and key employees, including our regional vice presidents. The unexpected or
unanticipated loss of the services of one or more members of our senior management team could have an adverse
effect on us and impair the efficiency and productivity of ‘our operations. We do not have key man insurance for
any of our executive officers or key personnel. In addition, the market for qualifiéd employees in the industry and
in the regions in which we operate, particularly for general managers and sales and service personnel, is highly
competitive and may subject us to increased labor costs:during periods of low unemployment. We do not have
employment agreements with most of our dealership general managers and other key dealership personnel.
Accordingly, the loss of any of our key employees or the failure to attract qualified managers could have an
adverse effect on our business and may impact the abrhty of our dealershlps to conduct thelr operatlons m
accordance with our national standards.

25



. Substantial competition in automotive sales and:services may adversely affect our prof tabzltty due toour
need to lower prices to sustain sales. , : ~

The automonve retaﬂ mdustry is hlghly competmve Dependmg on the geographlc market we compete
with:

-» franchised automeotive dealerships in our markets that sell the same or sifnilar makes of new and:used
vehicles that we offer, occasionally at lower.prices than we do; . : ~

« other national or regional afﬁhated groups of franchised dealershlps and/or of used vehicle’ dealershlps
. pnvate market buyers and sellers of used vehlcles ) ) " o

. Intemet—based vehicle: brokers that seli vehicles obtained from franchlsed dealers dlrectly to consumers; | .

.S serv1ce center chain stores and ' ' » ' '

. 1ndependent service and repalr shops

We do not have any cost advantage n purchasmg new vehicles from vehiclé manufacturers and typlcally
rely on advertising, merchandising, sales expertise, service reputation and dealership location in order to sell new
vehicles. Our franchise .agreements do not grant us the exclusive right to sell a manufacturer’s product within a
given geographic area. Our revenues and profitability may be materially and adversely affected if competing
dealetships expand their market share or are awarded ,addmonal franchises by manufacturers that supply our
dealerships. : ; P ,

In addmon to competition for vehicle sales, our dealerships’ compete with franchlsed dealerships to perform
warranty repairs and with other automotive déalers, franchlsed ‘and “independent service center chains and
1ndependent garages for non-warranty repair and routine mamtenance business. Our parts operations compete
thh other automotive dealers, service stores and auto parts 1 retailers. We' beheve the principal competitive factors
in the parts and service business are the quality of customer service, the use of’ factory—approved replacement
parts, famlhanty with a manufacturer’s brands and models, convenience, access to technology required for
certain repalrs and services, locatxon price, the competence of techn1c1ans and the avallablhty of training
programs to enhance such expertlse A number of regional or national chams offer selected parts and services at
prices that ' may be lower than our dealershlps prices. We also compeéte with a broad range of ﬁnancml
institutions in arrangmg financing for our customers’ vehlcle purchases.

“The Internet has also become a 51gn1ﬁcant part of the ;advertising . and sales process in our mdustry
Customers are using the Internet as part of the sales process to compare pricing for.cars and related finance and
insurance services, which may reduce gross profit margins for new and used cars and profits for related finance
and insurance services. Some websites offer vehicles for sale over the Internet without the benefit of having a
dealership franchise, although they must currently source their vehicles from a franchised dealer. If Internet new
vehicle sales are allowed to be conducted without the involvement of franchised dealers, or if dealerships are able
to effectively use the Internet to sell outside of their markets, our business could be materially adversely affected.
We would also be materially adversely affected to the extent that Internet compames acquire dealershlps or align
themselves with our competltors dealershlps

Please see “Business.— Compeutlon for more d1scuss1on of competition in our industry.
The impairment. of our goodwzll, our indefinite-lived mtangzbles and our other long-lived assets has had,
-and may have in the future; a material adverse éffect on our reported results of operations. ‘

We assess goodwﬂl and other mdeﬁmte—hved intangibles for impairment on an annual basis, or more
frequently when events or circumstances 1nd10ate that an 1mpa1rment may have occurred. We assess the carrying
value of our long-lived assets when events or circumstances indicate that an 1mpa1rment may ‘have occurred.
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Based on the organization and management of our business, we determined that each region qualified as
reporting units for the purpose-of assessing goodwill for impairment: To determine the fair value of our reporting
units in assessing the carrying value of our goodwﬂl for impairment, we use a combination of the discounted
cash flow and market approaches In addition, we are required to evaluate the carrying value of our indefinite-
lived, intangible franchlse nghts at a dealershlp level. To test the carrying value of each individual intangible
franchise tight for impairment, we also use a dlscounted cash flow based approach. Both these analyses are based
upon a series of assumptions. See’ Management s Discussion and Ana1y51s of Financial Condition and Results of
Operation — Critical Accounting Policies ahd Accounting Estimates — Goodwill” and “Intanglble Franchise
Rights” for add1t1ona1 information on our assumptions. If any one of these assumptions changes or fails to
materlahze the resulting dechne in our estlmated fa1r value could result in a material non-cash impairment
charge

We are.. requlred to evaluate the carrying value of our-long-lived assets at the lowest level of 1dent1f1ab1e
cash flows. To test the carrying value of assets to be sold, we generally use independent, third-party appraisals or
pending transactions as an estimate of fair value. In the event of an adverse change in the real estate market, the
resulting declitie in our estimated fair value could result in a material non-cash impairment charge to' the
associated long-lived assets.

Changes in interest rates could adversely impact our profitability.

Borrowings under our Revolving Credit Facility, FMCC Facility, Mortgage Facility, and various other notes
payable bear interest based on a floating rate. Therefore, our interest expense would increase. with any rise in
interest rates. We have entered into derlvatlve transactions to convert a portion of our variable-rate debt to fixed
rates to partially mitigate this risk. A rise in interest rates may also have the éffect of depressing demand in the
interest rate sensitive aspects of our business, particularly new and used vehicle sales, because many of our
customers finance their vehicle purchases. As a result, a rise in interest rates may have the effect of
simultaneously increasing our costs and reducmg our revenues. In addition, we receive credit assistance from
certain automobile manufacturers which is reflected as a reduction in cost of sales on our statements of
operations. Please see “Quantltatlve and Quahtatlve Dlsclosures about Market Rlsk” for a discussion regardmg
our mterest rate sensmVlty

Natural disasters and adverse weather events can disrupt our business.

) Our dealerships are concentrated in states and regions in the U.S: in.which actual or threatened natural

disasters and severe weather events.(such as hurricanes, earthquakes and hail storms) have in the past, and may in
the future disrupt our dealership operations. A disruption in our operations may adversely impact our business,
results of operations, financial condition and cash flows. In addition to business interruption, the automotive
retailing business is subject to substantial risk of property loss due to the significant concentration of property at
dealership locations. Although we ‘have, subject to certain limitations and exclusions, substantial insurance,
including business interruption insurance, we may be exposed to uninsured or underinsured losses that could
have a material-adverse effect on our business; financial condltlon and results of operations or cash flows.

s

Our zndebtedness and the assoczated covenants could materially adversely affect our ﬁnanczal health, limit
our ability to finance future acquisitions and capital expenditures, prevent us from fulfilling our financial
obligations and restrict our use of capltal

Our mdebtedness could impact us, in the followmg ways:

« our ability to obtain additional financing for acquisitions; capital expenditures, working capital or general
corporate purposes may be 1mpa1red in the future;

* a portion of our current cash ﬂow from operations must be dedlcated to the payment of pnnmpal on our
indebtedness, thereby reducmg the funds avallable to us for our operatlons and other purposes;

e some of our borrowings are and _w111 contmue to be at Vanable rates of 1nterest, which exposes us to the
risk of increasing interest rates; and. - :
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* we may be more leveraged than:some of our competitors, which may place us at a relative competitive
disadvantage and make us more vulnerable to changing market conditions and regulations

Our debt instruments contam numerous covenants that limit our discretion with respect to business matters,
including mergers or acqu1s1t10ns paying dividends, repurchasmg our common stock, incurring additional debt
or disposing of assets. A breach of any of these covenants could result in a default under the apphcable
agreement or indenture. In addition, a default under one agreement or indenture could result in a default and
acceleration of our repayment obligations under the other agreements or indentures under the cross default
provisions in those agreements or indentures. If a default or cross default were to occur, we may be required to
renegotiate the terms of our indebtedness, which would likely be on less favorable terms than our current terms
and cause us to incur additional fees to process. Alternatively, we may not be able to pay our debts or borrow
sufficient funds to refinance them. As a result of this risk, we could be forced to take actions that we otherwise
would not take, or not take actions that we otherwise might take, in order to comply with the covenants in these
agreements and indefitures. ,

Our U.K. operations are subject to risks associated with foreign currency and exchange rate fluctuations.

In 2010, we expanded our operations in the U.K. As such, we are exposed to additional risks related to our
foreign operations, including:

* exposure to currency and exchange rate fluctuations;
* unexpected changes in'laws, regulations, and policies of foreign governments or other regulatory bodies;
* lack of franchise protection, which creates greater competition' and

. addltlonal tariffs, trade restrictions, restrictions on repatriation .of foreign earmngs and international tax
: laws and treaties. :

Our Consolidated Financial Statements reflect that our results of operations and financial position are
reported in local currency and are converted into U.S. dollars at the applicable currency rate. Fluctuations in such
currency rates may have a material effect on our results of operations or financial position as reported in
U.S. dollars. See “Quantitative and Qualitative Disclosures About Market Risk — Foreign Currency Exchange
Rates” for additional information on foreign currency exchange rate sensitivity.

Certain restrictions relating to our management and ownership of our common stock could:deter
prospective acquirers from acqumng control of us and adversely affect our abzlzty to engage in equity
offerings. -
" As a condition to granting their consent to our prev1ous acquisitions and our 1n1t1a1 pubhc offering, some of
our manufacturers have imposed other restnctlons on us. These restrictions prohibit, among other things:

* any one person, who in the opinion of the manufacturer is unqualified to own its franchised dealership or
has interests incompatible with the manufacturer; from acquiring more than a specified percentage of our
common stock (ranging from 20% to 50% depending on the particular manufacturer’s restrictions) and
this trigger level can fall to as low as 5% if another vehicle manufacturer is the entlty acqumng the
ownership interest or voting rights; : »

« certain material changes in our business or extraordinary corporate transactions such as a merger or sale
of a material amount of our assets;

+ the removal of a‘dealership: general manager without the consent of the manufacturer and
* a change in control of our Board of Directors or a change in management

Our manufacturers may also impose additionall similar restrictions on us in the future. Actions by our
stockholders or prospective stockholders, which would violate any of the above restrictions, are generally outside
our control. If we are unable to comply with or renegotiate these restrictions, we may be forced to terminate or
sell one or more franchises, which could have a material adverse effect on us. These restrictions may prevent or
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deter prospective acquirers from acquiring control of us and, therefore, may adversely impact.the value of our
common stock. These restrictions also may impede our ability to acquire dealership groups, to raise requ1red
capital or to 1ssue our stock as consxderanon for future acqulsxtlons ‘

Our cemﬁcate of mcomoratmn, bylaws and franchzse agreements contain provtswns that make a takeover

of us dzfﬁcult.

Our certificate of incorporation and bylaws could make it more difficult for a third party to acquire control
of us, even if such change of control would be beneficial to our stockholders. These include provisions:

i

+ providing for a Board of Directors with staggered, .three-year terms, permitting the removal of a
non-employee director from office only for cause;

+ allowing only the Board of Directors to set the nurnber of non-employee directors;

* requiring super-majority or class voting to affect certain amendments to our certificate of incorporation
and bylaws;

+ limiting the persons who may call special stockholders’ meetings;
* limiting stockholder action by written consent; and

. establishihg advance notice requirements for nominations for election to the Board of Directors or for
proposing matters that can be acted upon at stockholders’ meetings.

In addition, our certificate of incorporation authorizes us to issue “blank check™ preferred stock, the
designation, number, voting powers, preferences, and rights of which may be fixed or altered from time to time
by our Board of Directors. Accordingly, the Board of Directors has the authority, without stockholder approval,
to issue preferred stock with rights that could materially adversely affect the voting power or other rights of the
common stock holders or the market value of the common stock and prevent a change of our control.

Finally, certain of our franchise agreements prohibit the acquisition of more than a specified percentage of
our common stock without the consent of the relevant manufacturer. These terms of our franchise agreements
could also make it more difficult for a third party to acquire control of us.

Item 1B. Unresolved Staff Comments

None. : v
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Item 2. - Properties

We presently lease our corporate headquarters, which is located at 800 Gessner, Suite 500, Houston, Texas.
In addition, as of December 31, 2011, we had 141 franchises situated in 109 dealership locations throughout
15 states in the U.S. and in the UK. As of December 31, 2011, we leased 70 of these locatlons and owned the
remainder. We have one location in Massachusetts, one location in Alabama and one location in Cahforma where
we lease the land but own the buﬂdmg facilities. These locations are mcluded in the leased column of the table
below. o o :

Dealerships

Region E . i " Geographic Location ' ‘ Owned' °  Leased
East ........cocvvvn... e Massachusetts 6 4
' Georgla 3 1

New Jersey 3 3

Maryland 2 —

Mississippi 2 1

South Carolina 2 1

Alabama 1 1

‘New York 1 3

Florida — 1

New Hampshire — "3

- Louisiana — 4

, 20 22

WeSt oo e e T Texas - ‘ 9 28
California - Ct : 2 C10

Kansas ' : 2 C—

Oklahoma ‘ B 10

14 48

International ..................... United Kingdom 5 —

Total ........ .. v, 39 70

We use a number of facilities to conduct our dealership operations. Each of our dealerships may include
facilities for (1) new and used vehicle sales, (2) vehicle service operations, (3) retail and wholesale parts
operations, (4) collision service operations, (5) storage and (6) general office use. Prior to 2005, we tried to
structure our operations so as to avoid the ownership of real property. In connection with our dealership
acquisitions, we generally sought to lease, rather than acquire, the facilities on which the acquired dealerships
were located. We generally entered into lease agreements with respect to such facilities that have 30-year total
terms, consisting of 15-year initial terms and three five-year option periods, at our option. As a result, we lease
the majority of our facilities under long-term operating leases. See Note 18, “Operating Leases.”

Since 2005, Group 1 Realty, Inc., one of our wholly-owned subsidiaries, has typically acquired the property
in connection with our dealership acquisitions and relocations and acts as the landlord of our dealership
operations. For the year ended December 31, 2011, we acquired $66.1 million of real estate, of which $39.4
million was purchased in conjunction with our dealership acquisitions. With these acquisitions, the capitalized
value of the real estate used in operations that we owned was $450.7 million as of December 31, 2011. Of this
total, $355.4 million is mortgaged through our Mortgage Facility or another real estate related borrowing
arrangement. We do not believe that any single. facility is material to our operations and, if necessary, we would
obtain a replacement facility.
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Item 3. Legal Proceedings

From time-to time, our dealérships-are named .in various types of litigation involving customer claims,
employment matters, class action claims, purported class action claims, as well as claims involving the
manufacturer of automobiles, contractual disputes and other matters arising in the. ordinary course of business.
Due to the nature of the automotive reta111ng business, we may be involved in legal proceedings or suffer losses
that could have a material adverse effect on our business. In the normal course of business, we are required to
respond to customer, employee and other third-party complaints. Amounts that have-been accrued.or paid related
to the settlement of litigation are included in SG&A expenses in-our Consolidated Statements. of Operations. In
addition, the manufacturers of the vehicles that we sell and service have audit rights allowing them to review the
validity of amounts claimed for incentive, rebate or warranty-related items and charge us back for amounts
determined to be invalid rewards under the manufacturers’ programs, subject to our right to appeal any such
-decision. Amounts that have been accrued or paid related to the settlement of manufacturer chargebacks of
recognized incentives and rebates are included in cost of sales in our Consolidated Statements of Operétions,
while such’ amounts for manufacturer chargebacks of recognized warranty-related items are included as a
reduction of revenues in our Consolidated Statements of Operations. :

In December 2011, an adverse jury verdict was rendered against us in the San Diego County, Superior Court,
awarding $7.5 million to the plaintiff who sought reimbursement for medical expenses, lost wages and pain and
suffering arising from an accident involving one of our customer shuttle vans and the plaintiff’s motorcycle. We
plan to appeal the verdict at all levels available under the law. We maintain insurance coverage for’ any loss in
excess of our $1.0 million self-insured retention. We have fully accrued the amount of the award and the related
insurance charge as a current account receivable and a current accrued expense, respectively, in the
accompanying Consolidated Balance Sheet as of December 31, 2011. Our insurance deductible was recognized
as SG&A expense durmg the year ended December 31,2011. o

Notwithstandirig the foregoing, we are not party to any legal proceedlngs including ‘class-action lawsuits
that, individually or in the aggregate, are reasonably expected to have a‘material adverse effect on 6ur results of
operations, financial condition or cash flows. However, the results of these matters cannot be predicted with
certainty, and an unfavorable resolution of one or more of these matters could have a matenal adverse effect on
our results of operatlons financial condition or cash ﬂows :

Item 4. Mine Safety Disclosures

‘Not Applicable. -
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PART II

Item 5. - - Market for Company’s Common: Equlty, Related Stockholder Matters and Issuer Purchases of

-Equity- Secuntles

- Our common stock is hsted on the New York Stock Exchange under the symbol “GPI ” There were 65

holders of record of our common stock as of February 8,2012.

The following table presents the quarterly high and low sales prices- for our common stock, as reported on
the New York Stock Exchange Compos1te Tape under the symbol “GPI” and dividends: pa;ld per common share

for 2010 and 2011:
S Dividends
‘High Low Declared
2010: ; — N B
- First-Quarter.. . . . ... R e el e i $35.14: 0 $25.08 0§ —
Second Quarter ..................... R, et 38240 002293 -
Third QUATLET . . . ..\ e e et 3140 2222 —
Fourth QUarter ..............0c....c..ooeiioi oL 4230 2983 0.10
2000: L o
First QUArter ... ................. i ieiee... $4315 0 $3732 $0.11
Second QUArter ... .............. Ve Ve e -~ 4498. 3543 0.11
Third Quarter . ........... TSR ST CoLS 4982 33.67 0.13
" Fourth Quarter ........................ SIS 5216 3331 0.3

We expect comparable cash dividends to be pa1d in the future However payment of d1v1dends in the future
is subject to the discretion of our Board of Directors after considering our results of operations, financial
condition, cash flows, capital requirements, outleok for our business, general business conditions, the political

and legislative environments and other factors.

“Further, we are limited under the terms of the Credit Facility'and Mortgage Facility in our ability to make
cash dividend payments to our stockholders and to repurchase shares of our outstanding common ‘stock, based
primarily on our quarterly net income or loss. As of December 31, 2011, the Restricted Payment Basket under
both facilities was $85.0 million. The Restricted Payment Basket will increasé in the future periods by 50.0% of
our cumulative net income, as well as the net proceeds from stock option exercises, and decrease by-subsequent

payments for cash dividends and share repurchases.
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Performance Graph

The following Performance Graph and related information-shall not be deemed “soliciting material” or
“filed” with the SEC, nor shall such information be incorporated by reference into any future filing under the
Securities Act or the Exchange Act, each as amended, except to the extent that we spe01f1ca11y 1ncorporate it by
reference into such filing.

The graph compares the performance of our common stock to the S&P 500 Index and to an industry peer
group for our last five fiscal years. The members of the peer group are Asbury Automotive Group, Inc.,
AutoNation; Inc., Lithia Motors, Inc., Penske Automotive Group, Inc. and Sonic Autornot1ve Inc. The source for
the information contained in this table is Zacks Investment Research, Inc.

The returns of each member of the peer group are weighted accordmg to each member s stock market
capitalization as of the beginning of each period measured. The graph assumes that the value of the investment in
our common stock, the S&P 500 Index and the peer group was $100 on the last trading day of December 2006,
and that all dividends were reinvested. Performance data for Group 1, the S&P 500 Index and for the peer group
is provided as of the last’ tradlng day of'each of our last ﬁve fiscal years.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURNS
AMONG GROUP 1 AUTOMOTIVE, INC., S&P 500 INDEX AND A PEER GROUP

.Comparison of 5 Year Cumulative Total Return
» Assumes Initial Investment of $100

. . December 2011
$200 - —
~ =3~ ,Group 1 Automotive, Inc.
—— S&P 500 Index - Total Returns
$150 1 —O— Peer Group Only - ‘
$100 —_—
$0

T T T T i ———T
- Dec-2006 . Dec-2007 Dec-2008 - Dec-2009 Dec-2010 Dec-2011

TOTAL RETURN BASED ON $100 INITIAL INV ESTMENT & REINVESTMENT OF DIVIDENDS

Group 1 ) :
Measurement Date : : Automotive, Inc. . S&P 500 - Peer Group
December 2006 .. ..ooiiii e -$100.00 $100.00 $100.00
Pecember 2007 .. ... e W 46.66 105.50 - 71.04
December 2008 ... .ot i e 21.65 66.45 : 33.82
December 2009 .. ..ot e 56.97 . 84.03. ~ 68.65
Decemmber 2010 . ... ...ooueniiiie s e ineans 84.14 9668  95.86

December 2011 ... ... . 105.54 98.72 . 119.89
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Purchases of Equity Securities by the Issuer

No-shares of our common stock were repurchased during the three months ended December 31, 2011. See
“Business — Stock Repurchase Program for more information. ;

Item 6. Selected Flnanclal Data

The following selected historical financial data as.ef December 31,2011, 2010,:2009, 2008, and 2007, and
for the five years in the period ended December 31, 2011, have been derived from our audited Consolidated
Financial Statements, subject to certain reclassifications to make prior years conform to the current year
presentation, except for the earnings per share data in 2008 and 2007, which has been restated to conform with
our adoption of the two-class method for computing earnings per share. This selected financial data should be
read in ‘conjunction with “Management s Discussion and Analysrs of Financial Condition and Results of
Operatlons and the Consolidated F1nanc1a1 Statements and related notes included elsewhere in this Form 10-K.

- We have accounted for all of our dealershlp acqulsmons usmg the purchase method of accounting. As a
result, we do not include in our financial statements the results of operations of these dealerships prior to the date
we acquired them, which may impact the comparability of the financial information presented. Also, as a result
of the effects of our acquisitions, dispositions, and other potential factors in the future, the historical financial
information described in the'selected financial data is not necessanly indicative of our results of operations and
financial position in the futire or the results of operations and financial position that would have resulted had
such transactions occurred at the beginning of the periods presented in the selected financial data.

Year Ended December 31,
2011 - - 2010 - - 2009 -20086) - 20073
(In thousands, except per share amounts)

Income Statement Data: : : » _
Revenues . .o...........c.. ... eeive.w 86,079,765 - $5,509,169  $4,525,707 $5,654,087 $6,260,217

Costofsales ................... e 5,119,165 4,632,136  3,749,870. 4,738,426 5,285,750

Gross proﬁt T 96Q,600 - 877,033 - 775837 915,661 974,467
Selling, general and admlmstratrve - o

EXPENSES o\ vttt it i e 735,229 693,635 N 621,048 739,430 758,877
Depreciation and emonizatierr expe__nse' S ‘ 27 063 ; 26,455 . 25, 828 25,652 20,438
Assetimpairments ..................... ' 4, 805 -~ 10,840 20, 887 163,023 16,784

Income (loss) from operations ......... 193,503 - V 146,103 108,074 (12,444) 178,368
Other income and (expense):--- - - : - - S :

Floorplan interest expense .. .......... (27,687) (34,110) (32,345) (46,377) (46,822)

Other interest expense, net ............ / (33,722) (27,217) (29,075) (36,783)  (30,068)

Gam (loss) on redempt1on of long- term o ' ' ' '

debt L. — (3,872) 8,211 18,126 (1,598)
Other income (expense), net ...:....... _ — (14) -302 - - 560
Income (loss) from continuing operatlons
- ‘before income tdxes .. ..:..0. .. ... .. 132,094 80,904 54,851 (77,176)- 100,440

Provision (benefit) for income taxes ....... 49,700 30,600 20,006 (31,166) . = 35,893

Income (loss) from continuing - ST

operations ..............5........ - 82,394 50,304 34,845 (46,010) 64,547

Loss related to discontinued operations, net S :

oftax ....... ...t — — — (2,003) (1,132)

Netincome (1oss) ................... $ 82394 $§ 50304 $ 34845 $§ (48,013) $ 63,415




T _ Year. Ended December 31, o
2011 2010 2009 2008 2007
: "7 (In‘thousands, except per share amounts)

Earnings (1oss) per common share:

Basic:
Income (loss) from continuing T
operatlons ................... $ 350 % 209 $ 143 $ 157D $ 2.69
Loss related to discontinued e ‘ o Z
operations, netof tax . .......... e = — . (0.09 (0.05)
Net income (10SS) . ......covuuenn ¢ -350- % 209 $ 143 $ (166) $ 264
Diluted: c — oo ~ ’ '
Income (loss) from continuihg '_ ‘ AR o : ’
" operations ............. e $ 347 $ 209 % 143 $ (157 $ - 2.68
Loss related to discontinibed ’ o v B o ‘ '
operations, netof tax .. ..... e \ — e T 009 - (0.04)
_Net income (1088) ....i.o.un... U8 347 % 209§ 143§ (166) $ 2.64

Dividends pershare .................. $ 048 $ 010 .$ — $ 047 $ 056

Weighted average common shares - .
outstanding: - o R L
Basic ......... A e 22,157 - 22,767 22,888 < 22,513 . 23,270
Diluted . ......... ..o e L. 22,409 22,788 22,906 22,532 ¢ - 23,339

December 31, J
2011 2000 2000 2008 2007
‘ " (Dollars in thouéands)

Balance Sheet Data: . - o ' I .
Working capital ... ................ $ 130,637 $ 124300 $ 103225 § 92,128 $ 184,705
INVENtOTIes . . ... ...vvvnnnn. cee... 867470 . 77771 596,743 845944 878,168
Total assets . e e v ven e ivn. . 2,476,343 - 2,201,964 1,969,414 2,288,114 " 2,506,104
Floorplan notes. payable -— credlt \ o : SRR

facility® ..., .. ..o liil o i+ 609,738 560,840 - 420,319 693,692 648,469
Floorplan notes payablc"— e AR A »
"manufacturer affiliates ........... 155,980 ¢ 103,345 115,180 © 128,580 - 170911
Acquisition Tine .. .........oooo..e. — = — 50000 135000
Mortgage facﬂlty, 1nclud1ng current S e R » ’
pOrtion ...l i il 41,003 42,600 ©192,727 - 177,998 131,317
Long-term debt, 1ncludmg current el n O - o . o
POFtion ... P - 456,261 T '423;539 - 265,769 322,319 329,109
Stockholders’ equity .............. $ 807,100 " $ 784368 $ 720,156 $ 662,117 $ 741765
Long-term debt to capitalization® .... .~ - 38%  37% 39% o 45% . 45%

@ Includes immediately available funds of $109.2 million, $129. 2 million, $71.6 mllhon, $44 9 mllhon, and $64 5 million, respectlvely, that
we temporarily invest as an offset to the gross outstanding borrowings. - . : :

@ Includes the Acquisition Line, Mortgage Facility and other long-term débt.

@ Earning per share data has been restated to conform with our adoption of the two-class method of coputing earnings per share. -
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operation

You should read the following d1scuss1on Jin. conjunction with Part I, including the matters set forth in the
“Risk Factors” section, and our Consolidated Financial Statements and notes thereto included elsewhere in this
Form 10-K.

Overview

We are a leading operator in the automotive retail industry. As of December 31, 2011, we owned and
operated 131 franchises, representing 31 brands of automobiles, at 104 dealership locations and 25 collision
service centers in the U.S. and ten franchises at five dealerships and three collision centers in the U.K. Through
our -dealerships,*we sell new and used cars and light trucks; arrange related vehicle financing; service and
insurance contracts; provide automotive maintenance and repair services; and sell vehicle parts. Our operations
are primarily located in major metropolitan areas in Alabama, California, Florida, Georgia, Kansas, Louisiana,
Maryland, Massachusetts, Mississippi, New Hampshire, New Jersey, New York, Oklahoma, South Carolina and
Texas in the U.S. and in the towns of Brighton, Farnborough, Hailsham, Hindhead and Worthing in the U.K.

- As of December 31, 2011, our U.S. retail network consisted of the following two regions (with the number
of dealershlps they comprised): (i) the East (42 dealershlps in Alabama, Florida, Georgia, Louisiana, Maryland,
Massachusetts, Mississippi, New Hampshire, New Jersey, New York and South Carolina) and (ii) the West
(62 dealerships in California, Kansas, Oklahoma and Texas). Each region is managed by a regional vice president
who reports directly to our Chief Executive Officer and is responsible for the overall performance of their
regions, as well as for overseeing the market directors and dealership general managers that report to them. Each
region.is also managed by a regional chief financial officer who reports directly to our Chief Financial Officer.
Our dealerships in the U.K. are also managed- locally with direct reporting responsibilities to our corporate
management team.

We typically seek to acquire large, profitable, well-established and well-managed dealerships that are
leaders in their respective market areas. From January 1, 2007, through December 31, 2011, we have purchased
39 franchises with expected annual revenues at the time of acquisition of $1.6 billion and been granted nine new
franchises by our manufacturers, with expected annual revenues at the time of acquisition of $119.7 million. In
2011 alone, we acquired six domestic, four import, and four luxury franchises. with expected annual revenues at-
the time of acquisition of $563.0 million. In the following discussion and analysis, we report certain performance
measures. of our newly acquired dealerships separately from those ‘of our existing dealerships. We -make
disposition decisions based principally on the rate of return on our capital investment, the location of the
dealership, our ability to leverage our cost structure, the brand and existing real estate obligations. From
January 1, 2007 through December 31, 2011, we disposed of or terminated 50 franchises with annual revenues of
approximately $530.4 million. Specifically, during 2011,.we disposed of one luxury and one import franchise
with annual revenues of approximately $4.1 million.

Our operating results reflect the combined performance of each of our interrelated business activities; which
include the sale of new vehicles, used vehicles, finance and insurance products, and parts, service and collision
repair services. Historically, each of these activities has been directly or indirectly impacted by a variety of
supply/demand factors, including vehicle inventories, consumer confidence, discretibnary spending, availability
and affordability of consumer credit, manufacturer incentives, weather patterns, fuel prices and interest rates. For
example, during periods of sustained economic downturn or significant supply/demand imbalances, new vehicle
sales may be negatively impacted as consumers tend to shift their purchases to used vehicles. Some consumers
may even delay their purchasing decisions altogether, electing instead to repair their existing vehicles.. In such
cases, however, we believe the new vehicle sales impact on our overall business is mitigated by our ability to
offer other products and services, such as used vehicles and patts, service and collision repair services, as -well as
our ability to reduce our costs in response to lower sales.

We generally experience higher volumes of vehicle sales and service in the second and third calendar
quarters of each year. This seasonality is generally attributable to consumer buying trends and the timing of
manufacturer new vehicle model introductions. In addition, in some regions of the U.S., vehicle purchases
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decline during the winter months due to inclement weather. As a result, our reévenues and operating: income are
typically lower in the first and fourth quarters and higher in the second and third quarters. Other factors unrelated
to seasonahty, such as changes in economic condmon and manufacturer 1ncent1ve programs may exaggerate
seasonal or cause counter-seasonal fluctuations in our reveniies and operatlng income,. In partlcular, the
disruption in new vehicle production for many of our import manufacturer partners resultmg from the natural
disasters in Japan earher in 2011 restncted new vehicle supply and altered these seasonal trends for much of
2011. o ; : »

Since 2008, the U. S. and global economiies have suffered from among ‘other thmgs a substantlal decline in

- consumer confidence, a rise in unemployment and a t1ghten1ng of credit ava11ab111ty As a result the retail

automotrve industry was negauvely 1mpacted by dccreasmg customer demand for néw and used vehlcles ‘vehicle

margin pressures, and higher inventory levels. Begmmng in the latter half of 2010 and into 2011 €conomic

trends stabilized and consumer demand for new and used vehicles showed 1mprovement Accordmg to industry
experts, the annual unit sales for 2011 -were 12.8:million units, compared to 11.,»6,null1on units in 2010.

Though the retail and economic environment continues to be challenging, we believe that the stabilizing
economic trends provide opportunities for.us in the marketplace to maintain or improve profitability, including:
(i) aggressively pursuing new and used retail vehicle market share;:(ii) continuing to focus on our higher margin
parts and service business by enhancing the cost effectiveness of our marketing efforts, implementing. strategic
selling methods and improving operanonal efficiencies; and (iii) 1nvestmg caprtal where necessary to support the
anticipated growth in our parts and service business.

For the year ended December 31, 2011, we realized net income of $82.4 million, or $3.47 per diluted common
share, and for the years ended December 31, 2010 and 2009, we realized net income of $50.3 million, or $2.09 per
diluted share, and $34.8 million, or $1.43 per diluted share, respectively. In-addition to the maiters déscribed above,
the following factors impacted our financial condition and results of operations in 2011, 2010, and 2009:

Year Ended December 31 2011:

* Asset Impalrments We recogmzed a total of $4.8 million in pretax non-cash asset impairment charges,
primarily related to the impairment of held-for-sale assets of $3.2 million and other vanous long—hved
assets of $1.6 million.

* Non-Cash Interest Expense: Our 2011 results were negatively impacted by $9.1 mﬂlion of non-cash
interest expense relative to the amortization of the discount associated with our 2.25% Notes and 3.00%
Notes representing the impact of the accounting for convertible debt as required by Financial Accounting
Standards Board (“FASB’’) Accounting Standards Codification (“ASC”) 470, Debt (“ASC 470%).

Year Ended December 31, 201 0:

o Asset Impairments: 'We récognized a total of $10.8 million in pretax non-cash asset impairment charges,
primarily related to the impairment of assets held-for-sale and leasehold 1mprovements s well as other
long-term assets. , :

* Convertible Debt Offering and Debt Redemption: We issued $115.0 million aggregate principal amount

. of 3.00% Notes at par in a private offering to qualified institutional buyers pursuant to Rule 144A under

. the Securities Act, as amended, which will mature on March 15, 2020, unless: eatlier repurchased or
converted.in accordance with their terms prior to such date. In conjunction: with using the proceeds of our
3.00% Notes offering, we completed the redemption of our then outstanding $74.6 million face value
8.25% Senior Subordinated Notes (“8.25% Notes”) at a redemption price of 102.75% of the principal
amount of the notes. We incurred a $3.9 million pretax charge in’ completmg the redemption, consisting
primarily of a $2.1 million redemption premium, a $1.5 million write-off of iinamortized bond dlscount
and deferred costs and $0.3 million of other debt extinguishment costs.

Non-Cash Interest Expense: Our 2010 results were pegatively impacted by $7 7 mllhon of non-cash
interest expense relative to the amortization of the discount associated with our 2.25% Notes and 3.00%
Notes representing the impact of the accounting for convertible debt as required by FASB ASC 470.
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Year Ended December 31, 2009:

C e Asset Impazrments ‘We recogmzed a totaI of $20 9 million in pretax non-cash asset 1mpa1rment charges,
pnmarlly related to the’ 1mpa1rment of vacant properties that were held for sale as of December 31, 2009,
as well as other long-term’ assets

Gain on Debt Redempnon In 2009 we redeemed a poruon of our 2.25% Notes with an aggregate par
value of $41.7 million and, as a result, recognized an $8.7 million pretax gain and a proportionate
. reduction in deferred tax assets relative to unamortized costs of the purchased options acqurred in
" conjunction with the 1n1t1a1 issuance. ‘The cost ‘of the optrons was deductible for tax purposes as an
~ original issue discount. In COIl_]llIlCthIl with these repurchases, $0.4 million of the consideration was
:; attributed to the repurchase of the equity component of the 2. 25% Notes and, as such, was recognized as
an adjustment to addmonal pa1d-1n—cap1ta1 net of income taxes.

Income Tax Benefit: - We recognized an income tax benefit of $2 0 million as a result of a tax electlon in
- 2009 that reduced income tax liability that we had previously provided.

Non-Cash- Interest Expense:- Our 2009 results were negatively impacted by $5.4 million of non-cash
“ - interest expense relative to the amortization of the' discount associated with our 2.25% Notes representmg
the 1rnpact of the accountmg for convertrble debt as requn'ed by ASC 47()

These items, and other variances between the penods presented are covered in the following ¢ dlscussmn .

Key Performance Indlcators

The followmg table hlghhghts certain of the key performance 1nd1caiors we use to manage our business:

Consolidaied Stdti'stical Data

For the Year Ended December 31,

2011 2010 £ 2009
Unit Sales '
Retail Sales v . v
New Vehicle . ... ...ooniiieeee e, oo 102,022 97,511 83,182
Used Vehicle ....... P PO 70475 66,001 54,067
‘Total Retail Sales .. .. ... S N S 172,497 - 163,512 137,249
Wholesale Sales . ........ ot 35,997 33,524 27,793
Total Vehlcle Sales.............. e i P .. 208,494 197,036 165,042
eGrossMargln o T ‘ , L . o
New Vehicle Retail Sales . ..........c.oviiiiiven.. 6.2% 5.8% 6.1%
Total Used Vehicle Sales: . ................... e . 1% . 1.9% 8.9%
‘Parts and Service Sales . ... ... i e W - 52.3% 53.8% - 53.3%
Total Gross Margin . .. ....... e e e e : - 158% 159% - 17.1%
SG&AM as a % of Gross Profit .. . R TR T 76.5% 79.1% 80.0%
 Operating MArgin .. .. ... i e 32% 2.7% 2.4%
~ Pretax Margin . . ... B ................. e 22% 15% 1.2%
' ,‘ Flnance and Insurance Revenues per Retail Umt Sold ........ $ 1,135 8 1,032 % 994

@ Selling, general and administrative expenses.
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The following discussion briefly highlights certain results and trends occurring within our business.
Throughout the following discussion, references are made to Same Store results and- variances, which are
discussed in more detail in the ‘Results of Operations” section that follows.

Over the course of 2011, the U.S. retail automotive industry experiencéd an increase in the seasonally
adjusted annual rate (“SAAR”) for new vehicle unit sales. This increase is primarily related to the stabilization of
the U.S. economic conditions and a growing need to replace aged or scrapped vehicles. While the SAAR is still
low relative to the years immediately preceding the recession, unit sales have risen from 11.6 million for the
twelve months ended December 31, 2010 to 12.8 million in 2011, more than a 10.0% improvement. Our unit
sales performance has outpaced the specific performances of a number of the brands we represent, though our
overall sales increases lagged the industry results due primarily to our brand mix and inventory shortages in our
key Japanese import brands. Our new vehicle retail sales increased 10.2% from 2010 to 2011. We achieved this
increase despite inventory shortages in our predominant import brands caused by the natural disasters in Japan
that occurred in March 2011. The improvement reflects higher unit sales of 4.6% for the twelve months ended
December 31, 2011, as well as a 5.4% increase in average sales price driven primarily by brand mix and a shift
towards more truck sales. New vehicle retail gross margin improved during 2011, reflecting brand and car/truck
mix shifts, as well as the impact of constrained inventory levels: Gross profit per new vehicle unit sold improved
$239 from 2010 to 2011 to $2,062. ' ‘ B

Our used vehicle results are directly affected by economic conditions, the level of manufacturer incentives
on new vehicles and new vehicle financing, the number and quality of trade-ins and lease turn-ins and the
availability of consumer credit, as well as our ability to effectively- manage the level and quality of our overall
used vehicle inventory. The stabilizing economic environment that benefited new vehicle sales also supported
improved used vehicle demand that positively impacted our used vehicle retail sales. in comparison to our 2010
results. In addition, the Manheim Index, which measures, used vehicle auction prices, reached an all-time high at
the end of the second quarter of 2011 and the 2011 Manheim average annual index increased 3.7% as compared
to 2010. Used vehicle retail gross margin declined for the twelve ‘months ended December 31, 2011 as the
increase in gross profit per used retail unit of 1.4% was outpaced by the increase in average sales price per retail
unit (“PRU”) of $842. Further, the wholesale side of the business experienced increases in unit sales and gross
profits for the twelve months ended December 31, 2011 as compared to the same periods in 2010.

Our parts and service sales increased by 6.1%, for the year ended December 31, 2011 as compared to
2010, primarily driven by increases in our collision and wholesale parts businesses,' as well as increases in our
customer-pay parts and service business. The overall improvement in our parts and service business is
particularly noteworthy, given that the comparable period in 2010 was bolstered by two significant Toyota
recall campaigns. Our parts and service margins declined for the year ended December 31, 2011 as compared
to 2010, as growth in our collision and wholesale parts segments, which are relatively lower margin segments,
outpaced the growth in our customer-pay and warranty related ‘parts and service segments. We also
experienced declining margins in ‘our warranty parts and service business, reflecting a return to more
normalized levels as the Toyota recalls of 2010 consisted predominantly of labor services that generated
higher margin than the corresponding parts. - S o %

Our consolidated finance and insurance income per retail unit sold also increased during the twelve months

ended December 31, 2011 as compared to 2010, primarily driven by an improvement in finance and vehicle
service income per contract, as well as penetration rates in vehicle service contract offerings. :

Our total gross margin dég:réas_ed 10 basis points to 15.8% for the twelve months ended December 31, 2011,
primarily due to business mix, as we experienced more rapid growth in our new and used vehicle businesses,
which generally produce lower margins than the other business units. ‘

Our consolidated SG&A expenses increased in absolute dollars, but decreased as a percentagé*of gross
profit by 260 basis points to 76.5% for 2011, from 2010, reflecting ongoing cost control and-the leverage on our
cost structure that the higher revenues and gross profits provide.

The combination of all of these factors, including $4.8 million of asset impairments, resulted in an operating
margin of 3.2% for 2011, which reflects a 50 basis-point increase from 2010.
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Our floorplaiy interest expense decreased 18.8% in 2011, as compared to 2010, due to a decline in weighted
average floorplan ‘interest rates; as well .as.a decline in ‘weighted average borrowings for the year ended
December 31, 2011. Other interest expense increased 23.9% in 2011; primarily attributable to higher mortgage
interest rates coupled with an increase in weighted average real estate related borrowings outstanding as we
continue to strategically add dealership related real estate to our portfolio. As a result, our pretax margin for 2011

inc;eased»70 basis points to 2.2% as comlpareq‘ to 2010.

We further address these items, and other variances between the periods presented in the “Results of
Operations” section below. E

Recent Accounting Pronouncements

. Refer to Note 2 of our Consolidated Financial Statements; “Summary of Significant. Accounting Polices and
Estimates,” for a discussion of those most recent pronouncements that impact us.

Critical Accounting Policies and Accounting Estimates .

The preparation of our financial statéments in conformity with generally accepted accounting (“GAAP”)
principles requires management to make certain estimates and assumptions. These estimates and assumptions
affect the reported amounts of :assets and liabilities, the disclosures of contingent assets and liabilities at the
balance sheet date and the amounts of revenues and expenses recognized during the reporting period. We analyze
our estimates based on our historical experience and various other assumptions that we believe to be reasonable
under the circumstances. However, actual results could differ from such estimates. The following is a discussion
of our critical accounting estimates and policies. - - ‘ :

~ We have identified below what we beliéve to be the most pervasive accounting policies and estimates that
are of particular importance to the portrayal of our financial position, results of operations and cash flows. See
Note 2 of our Consolidated Financial Statements, “Summary or Significant Accounting Policies and Estimates,”

for furjther discussion of all our sighi_ﬁéant accounting policies and estimates.

Inventories. 'We carry new, used and demonstrator vehicle inventories, ‘as well as parts and ‘accessories
inventories, at the lower of cost (determined on a first-in, first-out basis for parts and accessories) or market in
the Consolidated Balance Sheets. Vehicle inventory cost consists of the amount paid to acquire the inventory,
plus the cost of reconditioning, cost of equipment added and transportation cost. Additionally, we receive interest
assistance from some of its automobile manufacturers. This assistance is, accounted for as a vehicle purchase
price discount and is reflected as a reduction to the inventory.cost on our Consolidated Balance Sheets and as a
reduction to cost of sales in ouy Statements of Operations as the vehicles are sold. At December 31, 2011 and
2010, inventory cost had been.reduced.by $5.5 million ‘and $4.7 million, respectively, for interest assistance
received from manufacturers. New vehicle cost of sales was reduced by $26.1 million, $24.0 million, and
$20:0 million for interest assistance received related to vehicles sold for the years ended December 31, 2011,
2010, and 2009, respectively. The assistance ranged, over the past three years, from approximately 50.6% of our
quarterly floorplan interest expense in the first quarter of 2009 to 98.2% for the fourth quarter of 2011.

~ As the market value of inventory typically declines over time, we establish new and used vehicle reserves

based on our historical loss experience and considerations of current market trends. These reserves are charged to
cost of sales and reduce the carrying value of inventory on hand. Used vehicles are complex to value as there is
no standardized source for determining exact values and each vehicle and each market in which we operate is
uniqde. As a result, the value of each used Vehiclc y;aken at trade-in, or purchased at auction, is determined based
on industry data, primarily accessed via our used vehicle management software and the industry expertise of the
responsible used vehicle manager. Valuation risk is partially mitigated, by the speed at which we turn this
inventory. At December 31, 2011, our used vehicle days’ supply was 33 days. »

Goodwill. As of December 31, 2011, we defined our reporting units as each of our two regions in the
U.S. and the U.K: Goodwill represents the excess, at the date of acquisition, of the purchase price of the business
acquired over the fair value of the net tangible and intangible assets acquiréd. Annually in the fourth quarter,
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based on the carrying values of our regions as of October 313, we perform a fair value and potential impairment
assessment of goodwill. An impairment analysis is done more frequently if certain events or circumstances arise
that would indicate a change in the fair value of the non-financial asset:has occurred (i.e., an impairment
indicator).

In evaluating goodwill for impairment, we compare the carrying value of the net assets of each reporting
unit to its respective fair value. This represerits the first step-of the impairment test. If the fair value of a reporting
unit is less than the carrying value of its net assets, we are then required to proceed to step two of the impairment
test. Step two involves allocating the calculated fair value to all of the tangible and identifiable intangible assets
of the reporting unit as if the calculated fair value was the purchase price in a business combination. To the
extent the carrying value of the goodwill exceeds its implied fair vahie under step two of the 1mpa1rment test, a
non-cash impairment charge equal to the difference is recorded. :

" We use a combination of the dlscounted cash flow, or income approach (80% weighted), and the market
approach (20% weighted) to determine the fair value of our reporting units. Included in the discounted cash flow
are assumptions regarding revenue growth rates, future gross margins, future SG&A expenses and an estimated
WACC. We also must estimate residual values at the end of the forecast penod and future capital expenditure
requirements, Specifically, w1th regards to the valuation assumptions utilized in the income approach as of
December 31, 2011, we based our analysis on a slow recovery back to a SAAR of 16 million units by 2016. For
the market approach we utilize recent market multlples of guideline companies for both revenue (20% weighted)
and pretax net income (80% weighted). Each of these assumptions requires us to use our knowledge of (1) the
industry, (2) recent Uahqactions and (3) reasonable performance expectations for our operations. If any one of the
above assumptions change, in some cases insignificantly, or fails to materialize, the resulting decline in the
estimated fair value could result in a material non—cash 1mpa1rment charge to the goodwill associated with our
reportlng umt(s) : S . ~ , '

?

Intangzble,, Franchise Rights. Our only significant identifiable intangible assets, other than goodwill, are
rights under franchise agreements with manufacturers, which are recorded at an individual dealership level. We
expect these franchise agreements to continue:for:an indefinite period ‘and, when these agreements do not have
indefinite terms, we, believe that renewal of these agreements can be obtained without substantial cost. As such,
we believe that our franchise agreements will contribute to cash flows for an indefinite period and, therefore, the
carrying amounts of the franchise rights are not amortized. Franchise rights acquired in business acquisitions
prior to July 1, 2001, were recorded and amortized as part of goodwill and remain as part of goodwill at
December 31, 2011 and 2010 in the accompanylng Consolidated Balance Sheets. Since July 1, 2001, intangible
franchise rights acquired in business combinations have been recorded as distinctly separate intangible assets
and, in accordance with guidance primarily codified within ASC 350, Intangibles — Goodwill and Other (“ASC
350”), we evaluate these franchise rights. for impairment annually in the fourth quarter, based on the carrying
values of our individual dealerships: as of October 31%, or more frequently if events or circumstances indicate
possible impairment has occurred. :

In performing.our impairment assessments, wetest‘the carrying value of each individual franchise right that
was recorded using a direct value method discounted cash flow model, or income approach specifically the
excess earnings method. Included in this analys1s are assumptions, at a dealershlp level, regarding the cash flows
directly attributable to the franchise right, revenue growth rates, future gross margins ; and future SG&A expenses.
Using an estimated WACC, estimated residual values at the end of the forecast period and future capital
expenditure requirements, we calculate the fair value of each dealership’s franchise rights after considering
est1mated values fortangible assets, working cap1ta1 and workforce. :

If any one of the above assumptlons change or fails to matenahze the resuiting dechne in the 1ntang1b1e
franchise rights’ estimated fair value could resuit-in a non-cash impairment charge to the intangible franchise
right associated with the applicable dealership. See Note. 15 to our Consolidated Financial Statements, “Asset
Impairments,” and Note 16 to our .Consolidated -Financial Statements,: “Intangible Franchise Rights and
Goodwill,” for additional details regarding our intangible franchise rights.
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Revenue Recognition. Revenues from vehicle sales, parts sales, and vehicle service are recognized upon
completion of the sale and delivery to the customer. Conditions to completing a sale include having an agreement
with the customer, including pricing, and the sales price must be reasonably expected to be collected.

We record the profit we receive for arranging vehicle fleet transactions net in other finance and insurance
revenues, net. Since all sales. of new vehicles must occur through franchised .new vehicle dealerships, the
dealerships effectrvely act as agents for the automobile manufacturers in completing sales of vehicles to fleet
customers. As these customers typically..order the vehicles, we have no significant general 1nventory risk.
Additionally, fleet customers generally receive special purchase incentives from the automobile manufacturers
and we receive only a nominal fee for facilitating the transactions. Taxes collected from customers and remitted
to govemmental agencies are not included in total revenues. -

We arrange financing for customers through various institutions and receive financing fees based on the
difference between the loan rates charged to customers and predetermined ﬁnancmg rates set by the financing
institution. In addltlon ‘we receive fees from the sale of insurance and vehicle service contracts to customers.
Further, through agreéments with certain vehicle service contract administrators, we earn volume incentive
rebates and interest income on reserves, as we11 as participate in the underwriting profits of the products. We may
be charged back for unéarned flnancmg, insurance contract or vehicle service contract fees in the event of early
termination of the contracts by customers. Revenues from these fees are recorded at the time of the sale of the
vehicles and a reserve for future amounts which might be charged back is established based on our historical
chargeback results and the termination provrsrons of the applicable contracts, While chargeback results vary
depending on the type of contract sold, a 10% change in the historical chargeback results used in determining
estimates of future amounts which might be charged back would have changed the reserve at December 31,2011,
by $1 9 million.

We consolidate the operatlons of our reinsurance companres Prior to 2008 we remsured the credlt life and
accident and health insurance policies sold by our dealerships. During 2008, we terminated our offerings of credit
life and accident and health insurance policies; however, some of the previously issued: policies remain in force.
All of the revenues and related direct costs from. the sales of these policies were deferred and are being
recognized over the life of the policies. Investment of the net assets of these companies are regulated by state
insurance- commissions and consist of permitted investiments, in general, government-backed securities and
obligations of government agencres These 1nvestments are class1ﬁed as avarlable for-sale and are carried at fair
value. ‘ ' : : :

Self Insured ‘P\rope‘rty and Casualiy ReserVes We purchase insurance pohcles for worker’s compensatron
liability, auto physical damage, property, pollution, employee medical benefits and other risks consisting of large
deductibles and/or self-insured retentions. .

We engage a third-party actuary to conduct a study of the exposures under the: self-rnsured portion of our
worker’s compensation and general liability insurance programs for all opén policy years. This actuarial study is
updated on an annual basis, and the appropriate adjustments are made to the accrual. Actuarial estimates for the
portion of claims not covered by insurance are based on historical claims experience adjusted for loss trending
and loss development factors. Changes in the. frequency or severity ‘of claims from' historical levels ‘could
influence our reserve for claims and our financial position, results of operations and cash flows. A 10% change in .
the actuanally determined loss rate per employee used in determining our estlmate of future losses would have
changed the reserve for these losses at December 31; 2011, by $0.8 mﬂhon

Our auto physrcal damage nsurance coverage contains. an annual aggregate retentron (stop loss) limit. For
policy years ended prior to October 31, 2005, our .workers’ compensation and general liability insurance
coverage included aggregate retention (stop loss) limits in addition to a per claim deductible limit (“Stop Loss
Plans”): Due to historical experience in: both claims. frequency -and severity, the likelihood of breaching the
aggregate retention limits described above was deemed remote, and as such, we elected not to purchase this stop
loss coverage for the policy year beginning November 1, 2005 and for each subsequent year (“No Stop Loss
Plans”). Our exposure per claim under the No Stop Loss Plans-is limited to $1.0 million per occurrence, with
unlimited exposure on the number of claims up to $1.0 million that we may incur. :
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Our maximum potential exposure under all of the Stop Loss Plans totaled $40.4 million at December: 31,
2011, before consideration of amounts previously paid or'accruals recorded related to ourloss projections. :After
consideration .of the amounts paid or accrued, the remamrng potential loss exposure under the Stop Loss Plans
totaled $18.2 million at December 31, 2011. : Y

' Fair Value of Fmancral Assets and Lzabzlmes Our. ﬁnancral instruments consist primarily of cash and
cash equ1va1ents contracts-in-transit and vehicle recervables accounts and notes recervable 1nvestments in debt
and equity securities, accounts payable, credit facilities, long-term debt and interest rate swaps. The fair values of
cash and cash equivalents, contracts-in-transit -and vehicle receivables, accounts and notes receivable, accounts
payable, and credit facilities approximate their carrying values due to the short-term nature of these instruments
or the existence of variable interest rates. Our investments in debt ‘and ‘equity securities are classified as
available-for-sale securities and thus are -carried at fair market value:"As 6f December 31, 2011 and 2010,:the
face value of $115.0 million of our outstanding 3.00% Notes had a carrying value, net of applicable discount, of
$77.4 million and $74.4 million, respectively and a fair value, based on quoted market prices, of $170 6 million
and $143.3 million, ‘respectively. Also, as of December 31, 2011 and 2010, the face value-of our outstandmg
2.25% Notes was-$182.8 million. The 2.25% Notes had-a carrying value, net of applicable discount, of $145.0
million and $138.2 million, respectively, and a fair value, based on quoted market prices; of $192.3 million and
$180.0 million as of December 31, 2011 and 2010; respectively. Our derivative financial instruments are
recorded: at fair ‘market value. See Notes 4 and 13 for further details regardmg our ' derivative -financial
instruments and fair value measurements.. ‘ :

We maintain multrple trust accounts comprrsed of money market funds with short term investments in
marketable securities, such as U.S. government securities, commercial paper and, bankers acceptances that have
maturities of less than three months. We determined that the valuation measurement inputs of these marketable
securities represent unadjusted quoted pnces in active markets, and accordingly, has classrfred such mvestments
within Level 1 of the hierarchy framework as described in ASC 820. Also within the trust accounts we hold
investments in debt instruments, such as govemment obhgatrons and other fixed income securities. These
investments are designated as available- for—sale measured at fair value and classified as either cash and cash
equivalents or’other assets in the ‘actompanying Consolidated Balance Sheets based upon maturity terms and
certain’ contractual restrictions. As these investments: are fairly liquid, we believe our fair value techniques
accurately reflect-their market values‘and are subject to changes that are market driven and subject to demand
and supply of the financial instrument markets. The valuation measurement inputs of these marketable securities
represent unadjusted quoted prices in active markets -and, -accordingly, have classified’ such-investments within
Level 1 of the ASC 820 hierarchy framework in Note-13 to our Consolidated Financial Statements, “Fair Value
Measurements.” The debt securities are measured based upon quoted market prices utilizing public information,
independent external valuations from pricing services:or third-party advisors. Accordingly, we have. concluded
the valuation: measurement inputs of these debt securities to. represent, at their lowest level, quoted market prices
for identical or similar assets in markets where there are few transactions for the assets and have categorized such
investments within Level 2 of the ASC 820 hrerarchy framework in Note 13, “Fair Value Measurements.” The
cost basis of the debt securities, excluding demand obhgatrons as of December 31,'2011 and 2010" was $1. 7
million and $2 9 million, respectively. :

Fair Value of Assets Acquired and Liabilities Assumed . The - values of assets acquired and liabilities,
assumed in business combinations are estimated using various assumptions. The most significant assumptions,
and those requiring the most judgment, involve the estimated fair values of property and equipment:-and
intangible franchise rights, with the remaining attributable to goodwill, if any. We utilize third-party experts to
determme the fair values of Pproperty and equipment purchased and our fair value model to. determine the fair
value of our franchise rights.

Derivative Financial Instruments. - One of our primary market risk exposures is. increasing: interest rates.
Interest rate derivatives are used to adjust interest rate exposures when appropriate based on market conditions.

We follow the requrrernents of gurdance primarrly codified within ASC 815, Derivatives and Hedgmg
(“ASC 815”) pertammg to the accountmg for derrvatrves and hedging actlvrtres ASC 815 requlres us to
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recognize all derivative instruments on our Consolidated Balance Sheet at fair value. The related gains or losses
on these transactions are deferred in stockholders’ equity as a component of accumulated other comprehensive
loss. These deferred gains and losses are recognized in income in the -period in which-the related-items being
hedged are recognized in interest expense. However, to the extent that the change in valué. of a derivative
contract does not perfectly offset the change in the value of the items berng hedged that ineffective portion is
1mmed1ate1y recognized in interest expense. All of our interest rate hedges were de51gnated as cash ﬂow hedges
and were ‘deemed to be effective at December 31,2011, 2010 and 2009.

We measure -interest rate. denvatlve instruments ut111zrng an income approach valuatlon technique,
converting future amounts of cash flows to a single present value in order to-obtain a transfer exit price within the
bid and ask spread that is most representative of the fair value of our derivative instruments. In measuring fair
value, the option-pricing Black-Scholes. present value technique is utilized for all.of our derivative instruments.
This option-pricing technique utilizes a one-month London Interbank Offered Rate (“LIBOR”) forward yield
curve, obtained from an independent external service provider, matched to the identical maturity term of the
instrument being measured. Observable inputs utilized in the income approach valuation technique incorporate
identical contractual notional. amounts, fixed coupon rates, periodic terms for. interest payments and contract
maturity. - Also included in our fair value estimate is a consideration of credit risk. Because the interest rate
derivative instruments were in a liability position, an estimate of our own credit risk was included in the fair
value calculation, based upon the. spread between the one-month LIBOR yield curve and the average 10 and
20-year retail rate for BB- S&P rated companies, or 6.7%, as of December 31, 2011. We have determined the
valuation measurement inputs of these derivative instruments to maximize the use of observable inputs that
market participants would use in pricing similar ‘or identical instruments and market data obtained from
independent sources, which is readily observable or can be corroborated’ by observable market data for
substantially the full term of the derivative instrument. Further, the valuation measurement inputs minimize the
use of unobservable inputs. Accordingly, we have classified the derivatives within Level 2 of the ASC 820
hierarchy framework in Note 13 to our Consolidated Flnancral Statements, “Fair Value Measurements.” We
vahdate the outputs of our valuation technique by comparison to valuatlons from the respective counterpartles

Income Taxes. Currently, we operate in. 15, d1fferent states in the U. S and i in the UK, each of Wthh has
unique tax rates and payment calculations. As the amount of income generated in each Jurlsdlctron varies from
period to period, our estimated effective tax rate can vary based on the proportion of taxable income generated in
each jurisdiction. Deferred income taxes are recorded based on differences between the financial reporting and
tax basis of assets and liabilitiés and are measured. using the enacted tax rates and laws that will be in effect when
the .underlying assets are realized or liabilities are settled.: A valuation allowance reduces ‘deferred tax assets
when it is more likely than not that some or all of the deferred-tax assets will not be realized.

Each tax position must satisfy a threshold of more-likely-than-not and a measurement attribute for some -or
all ‘of the benefits of that position to be recognized in-a company’s financial statements (see Note 7-to our
Consolidated F1nanc1a1 Statements, “Income Taxes,” for additional information).

We have recogmzed deferred tax assets, net of valuation allowances, that we believe will be reahzed based
primarily on the assumption of future taxable income. To the extent that we have deternuned that net income
attributable to certain state jurisdictions will not be sufficient to realize certain net operating losses a
correspondrng valuatlon allowance has been estabhshed

Results of Operations

The “Same Store” amounts presented below include the results of dealerships for the identical months in
each period presented in the comparison, commencing with the first full month in which the dealershlp was
owned by us and, in the case of dispositions, ending with the last full month it was owned by us. For example, for
a dealership acquired in June 2010, the results from this dealership -will appear in our Same Store comparison
beginning in 2011 for the period July 2011 through December 2011, when comparing to July 2010 through
December 2010 results. Depending on the periods being compared, the dealerships included in Same Store will
vary. For this reason, the 2010 Same Store results that -are compared to 2011 differ from those used in the
comparison to 2009. Same Store results also include the activities of our corporate headquarters
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The following table summarizes our combined-Same Store results for the year.ended December-31, 2011 as
compared to 2010 and for the yéar ended December 31, 2010 compared to 2009. f

Total Same Store Data
(dollars in thousands except per unit amounts)

For The Year Ended December 31, = " °

2011 Ch:/lbnge 2010 2010 ChZonge 2009

Revenues "

New vehicle retdil . . . . . Toiooo. $3,252,960 6.4% -$3,056,307 | $2,961,961 18.7% $2,494,827
Used vehicleretail ........... 1,361,006 79% 1,261,856 1,208,687 27.4% 948,785
Used vehicle wholesale ....... 240467 13.1% 212,631 202,243 35.3% 149,530

:Parts and service . ............ 776,005 2.5% 757,132 745,840 6.1% -702,811
Finance, insurance and other ... . 188,105 12.4% 167,339 165,598 23.8% 133,765
Total revenues ............ $5,818,543 6.7% $5,455,265 $5,284,329 . 19.3% . $4,429,718

Cost of Sales ‘ SR : . . A
New vehicle retail ... ......... $3,050,345 59% $2,880,105 $2,792,243  19.2% - $2,342,576
Used vehicle retail ......... .. 1,241,438 82% 1,147,551 1,097,980 28.7% 853,005
Used vehicle wholesale ....... 236,166  12.6% 209,649 199,128 35.4% 147,112
Parts and service .. ........... 364,724 4.5% 349,139 344,464 5.1% 327,642

Total costof sales . ......... $4,892,673 6.7% $4,586,444 $4,433,815 20.8%. $3,670,335
Gross profit . .........: e e $ 925,870 6.6% . $ 868,821 $ 850,514 120% $ 759,383
Selling, general and administrative o

T EXpenses ......... PR $ 706,558 41% $ 678405 | $ 663,960 10.0% -$ 603,366

Depreciation and amortization : . T
EXPENSES « v vi et $ 26,187 20% $ 25,673 $ 25547  23% $ 24982

Floorplan interest expense ....... $ 26493 (215% $ 33,756 $ 33520 49% $ 31,966

Gross Margin L . el
New vehicle retail .. .......... _ 6.2% 5.8% 57% . 6.1%
Used vehicle . . ... e 7.7% 8.0% 8.1% 8.9%
Parts and service . ............ 53.0% 53.9% 53.8% 53.4%
Total gross margin ........... 15.9% 15.9% 16.1% 17.1%

SG&A as a % of gross profit ... .. . 76.3% 78.1% 78.1% 79.5%

Operating margin .............. 3.2% 2.9% 2.9% 2.9%

Finance and insurance revenues per
retail unitsold . .............. $ 1,139 103% $ 1,033 $ 1,057 61% $ 996
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- The discussion that follows provides explanation. for the variances noted above. In .addition, each table
presents by primary income statement line item comparative financial and non-financial data of our Same Store
locations, those locations acquired or disposed of (“Transactions”) during the penods and the consohdated

company for the years ended December 31, 2011, 2010 and 2009.

New Vehicle Retail Data ;. L
(dollars in thousands, except per unit amounts)

For The Year Ended December 31,

2011 - Ch;%nge 2010 2010 ChZonge L2009
Retail Unit Sales v ’ : :
Same Stores .............. 97495  09% 96,629 93491 14.6% - 81,599
Transactions . ............. 4,527 ‘ 882 4,020 ' 1,583
Total ............. S 102,022 - 46% 97,511 97,511  17.2% 83,182
Retail Sales Revenues SRR R ‘ : ’
Same Stores .............. $3,252,960  6.4% $3,056,307 $2,961,961 18.7% $2,494,827
Transactions .............. 149,687 30,500 124,846 48,204
CTotal.................. $3,402,647 10.2% $3,086,807 $3,086,807 21.4% $2,543,031
Gross Profit ‘ » ' o . o ’ o
Same Stores ......... e $ 202,615 15.0% $ 176,202 '$ 169,717 11.5% $ 152,252
_ Transactions . . . ...... i 7,723 1,593 8,078 1,982
~Total ..i........... L. $ 210338 183% $ 177,795 | $ 177,795 153% $ 154,234
Gross Profit per Retail Unit Sold~ - L
Same Stores .. ... . v, $ 2078 140% $ 1,823 $ 1815 (2N% $ 1,866
Transactions .............. $ 1,706 $ 1,806 $ 2,009 $ 1252
Total ......... Ll $ 2062 13.1% $ 1,823 | . $ 1,823 (1.7)% $-. . 1,854
Gross Margin - : coee .
Same Stores .............. ; 6.2% 5.8% 5.7% 6.1%
© Transactions .............. o 52% = 52% . 6.5% 4.1%
6.1%

Total ......... S e 6.2% 5.8% 5.8%
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The following table sets forth our top:10 Same Store brands, based on retall unit sales volume and the
percentage changes from year to year as well -as Same Store unit sales mix: : :

Same Store New Vehzcle Unit Sales

For the Year Ended Dec(e‘mbveg"?:il, ,

% . % ) )

2011 Change 2010 2010 - Change 2009

TOYOMA -« v vveeeeeeeannnn, . . 25,615 . (11.2)% 28,856 | 28,064 11.9%. 25,079
Nissan ....... B e 13,166 29 12,797 | 12,797 287 9,943
133 A e . 9,528 86 8776 6,744 105 6,102
Honda ...... PR B 8604  (84) 9,395 9,395 72 8,766
2 7360 119 6,575 7265 271 5,717
Daimler .............. e 5,839 52 . 5549 5549 183 4,692
LeXUS - ovnvnernsnnnns e i, 4418 (140) 5,137 5137 124 4,570
Chevrolet . ....... e bemiaseenas P Lio 3,893 313 2,965 2,965  30.7 2,268
MINI............... U 3,003 115 2693 | 2016 14 : 1988
ACUTA .ttt si.. 2266 (31) 2,338 2,338 366 1,711
Other ...ovoviveinnnnns e i 13,803. - 195 11,548 11,221 43 'w
Total ......... e, Sl coei... 97495 09% 96,629 | 93491 14.6% 81,599

For the Year Ended December 31,

: o o o 2011 2010 2010 2009 "
Car .............. R P T " 543% 58.4% 571% - 59.2%
Truck ........... PP RPN e 45.7 416 .| 429 - 40.8
C Total ...l ... 1000%  100:0% | 100.0% 100.0%
Import ..... ceeen e e e . 54. 3% - 58.0% 58. 8% , 58.9%
LUXULY - ooty et e et e e 284 . 280 | 260 . 259
Domestic .. ... et e sien e EE vesier e ieenee. s K13 140 152 152
Total ....... Mar e e ke eae seeeeen. 100.0% . 100.0% | 100 0% 100.0%

The stablhzatlon of U. S. economic condmons coupled with the increase in SAAR, as well as the focus that
we have placed on improving our sales processes at our dealerships, helped to offset the negatlve 1mpact of
inventory shortages experienced during 2011 in our predommant import brands resulting from the natural
disasters in Japan. From a mix standpoint, we achieved increases in Same Store domestic brand unit sales of
24.8% and in Same Store domestic brand revenues of 27.4% from 2010 to 2011 that offset thé 0.2% decline in
Same Store revenues within our import brands. The level of retail sales, as well as our own ability to retain or
grow market share during future periods, is difficult to predict.

Our total Same Store new vehicle average selling price increased 5.5% to $33,365 in 2011, due primarily to
manufacturer price increases, and a mix shift to trucks from cars. For the year ended December 31, 2011, our
Same Store retail new truck unit sales increased by 10.9% to 45.7% of total new vehicle retail sales units and our
retail new car unit sales decreased by 6.2%, as compared with the same period in 2010.The inventory shortages
that we experienced in 2011 following the natural disasters in Japan were concentrated in our Toyota and Honda
brands, which are heavily weighted towards cars. Qur Same Store new vehicle gross profits improved 15.0% for
the year ended December 31, 2011. Same Store gross profit PRU increased by 14.0% to $2,078. This gross profit
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PRU improvement consisted primarily of increases in our import brands resulting from the limited availability of
inventory as discussed above. However, we .experienced increases. in predominantly .all of the brands that we
represent. As a result, our Same Store gross margin grew 40 basis points from 5.8% in 2010 to 6.2% in 2011.

In 2010, as U.S. economic conditions stabilized, most of our new vehicle brands ‘genérated improved sales
over 2009 levels. We achieved increases in Same Store unit sales and revenues for most of the major brands that
we represent that ‘exceeded the national fetail results for these brands. Same Store revenues from our import and
luxury brands increased 17. 3% and 18.3% from 2009 to 2010, on 14.3% and 14.9% more retail units,
respectively. Our Same Store unit sales in our truck-heavy domestic franchises increased 15.2% from 2009 to
2010, while revenues 1ncreased 24 0% over the same penod

Overall, our retail car unit sales increased by 10 4% in 2010, while our retail truck unit sales increased by
20.7%, as compared with the same period in 2009. For the year ended December 31, 2010, Same Store new
vehicle unit sales and revenues increased 14.6% and 18.7%, respectively, as compared to the corresponding
penod in 2009, which outpaced mdustry increases.

For the year ended December 31, 2010, compared to 2009, our Same Store gross margin on new vehicle
retail sales decreased 40 basis points. At the same time, our Same Store gross PRU declined 2.7% to $1,815,
representing a 14.1% decline for our.import brands that was partially offset by a 12.3% increase for our domestic
brands and a 4.6% increase for our luxury brands.

Most manufacturers ‘offer interest assistance to offset floorplan interest charges incurred in connection with
inventory purchases. This assistance varies by manufacturer, but generally provides for a defined amount,
adjusted periodically for changes. in market interest rates, regardless of our actual floorplan interest rate or the
length of time for which the inventory is financed. We record these incentives as a reduction of new vehicle cost
of sales as the vehicles are sold, impacting the gross profit and gross margin detailed above. The total assistance
_ recognized in cost of goods sold during the years ended December 31, 2011, 2010, and 2009, was $26.1 million,
$24.0 million and $20.0 million, respectively. The amount of interest assistance we recognize in a given period is
primarily a function of: (1) the mix of units being sold, as domestic brands tend to provide more assistance,
(2) the ‘specific terms of the respective manufacturers’ interest assistance programs and market interest rates,
(3) the average wholesale price of inventory sold, and (4) our rate of inventory turnover.

In effect as of December 31, 2011, we had interest rate swaps with an aggregate notional amount of
$300.0 million, at a weighted.average fixed rate of 4.3%. We record the majority of the impact of the periodic
settlements of these swaps as a component of floorplan interest expense, effectively hedging a substant1a1 portion
of our total ﬂoorplan interest expense and further mitigating the impact of intefest rate fluctuations. Over the past
three years, manufacturers’ interest assistance as a percentage of our total consolidated floorplan interest expense
has ranged from 50.6% in the first quarter of 2009 to 98.2% in the fourth quarter of 2011.

We continue fo'aggressively manage our new vehicle inventory in response to the rapidly changing market
conditions. We increased our new vehicle inventory levels by $47.2 million, or 8.3%, from $572.0 million as of
December 31, 2010 to $619. 2 million as of December 31, 2011, as inventory supply constraints that negatively
1mpacted 1nvent0ry levels for most of 2011 1mproved towards the end of the year. Our consolidated days supply
of new vehicle mventory decreased to 54 days at December 31, 2011 from 59 days at December 31, 2010,
reﬂectmg the 1mproved selling environment.
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Used Vehicle Retail Data
(dollars in thousands, except per unit amounts)

_ For The Year Ended December 31,

. ‘ 2011 Ch:/vnge ) 2010 2010 Ch:x/;;lge 2009
Retail Unit Sales :
Same Stores ..... e 67,647 3.4% 65417 |- 63,123 199% 52,654
Transactions .................o... 2,828 - 584 . .2,878 : 1,413
Total .. ... e . 70475  6.8% 66,001 . 66,001 22.1% - 54,067
Retail Sales Revenues _ R
Same Stores ............ou. . $1,361,006 ~7.9% $1,261,856 $1,208,687 27.4% $948,785
" Transactions ................ A 55,514 9,183 | .62,352 ‘ 21,829
" Total ..... ViLooA o loina s 81,416,520 - 11.4% $1,271,039 | $1,271,039  31.0% $970,614
Gross Profit ' )
Same Stores . .......... oieodn. $ 119,568 46%<$ 114,305 | $ 110,707 15.6% $ 95,780
Transactions ............... . 4956 . . 699 | . 4297 C 2,254
Total .................. Voo 80124524 0 83%°$ 115004 | $ 115004  17.3% $ 98,034
Gross Profit per Retail .
Unit Sold
 Same Stores . ....... ... ..., .. $ 1,768 12% $ 1,747 | $ 1,754  (3.6)%$ 1819
Transactions . ................... $ 1,752 - $ 1,197 |'$ 1,493 $ 1,595
Total ............ e $ 1,767 14% $ - 1,742 | $ 1,742 (3.9%$ 1,813
Gross Margin - b, S
Same Stores .. ......... e e 8.8% - 9.1% 92% - 10.1%
‘Transactions .............. R 8.9%: 7.6%| 6.9% - ' 10.3%
Total ..... ...........000 ... 8.8% - 9.0% 9.0% - 10.1%
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Used Vehicle Wholesale Data \
(dollars in thousands, except per unit amounts)

For The Year Ended December 31,

50

¥ . ' 2011 Ch?nge 2010 2010 Cth;lge 2009
Wholesale Unit Sales :
Same Stores . ....... 0.l e Dl 34,395 3.7% 33,176 31,956 17.9% - 27,115
Transactions . ............:... SR 1,602 348 1,568 - 678
Total .o e 35,997 74% 33,524 33,524 20.6% ~ 27,793
Wholesale Sales Revenues e : . o
- Same Stores’ ............ e .. $240,467 13.1% $212_,631 $202,243  35.3% $149,530
-+ Transactions ......... P 10,576 2,899 13,287 . 3,538
‘Total .. ........ S $251,043 16.5% $215,530 $215,530  40.8% $153,068
Gross Profit
Same Stores . ....... e e .. 084301 442% $ 2,982 $ 3,115 289% $ 2417
Transactions ...... P (221) (285) (418) - (113)
Total ..o e $. 4,080 51.3% $ 2,697 $ 2697 17.1% $ 2,304
Gross Profit per
Wholesale Unit Sold
Same Stores ..... e e e $ 125 389% $ = 90 $ 97 9.0%.$ - 89
Transactions ....... R S $ (138) - $ (819 $ @267 -$ 67y
Total ........ IR i s $ 113 413%$ 8 | $ 8 @(B6O%$ 83
Gross Margin o
Same Stores ................. e 1.8%. - 1.4% 1.5% 1.6%
Transactions .. ...........eesioeenvns 2.1)% (9-8)% (3.1)% - (B2%
Total ......ccvviiieiinieii .. 1.6% 1.3% 1.3% 1.5%



Total Used Vehicle Data - :
-(dollars in:thousands, except.per unit amounts)

’ Fof The Yéar Ended December 31,

% %

. ) P 2011 ,Cha';lge 2010 . . 2010 Change ' . 2009
Used Vehicle Unit Sales ‘ o | , o ;
" Same Stores .......... ceees. 102,082 35% - 98,593 95,079. 19.2% 79,769
Transactions . ............... 4430 932 | 4446 2,091
Total .....ovvvnnnnns L 106472 -7.0% © 99525 | 99,525 21.6% - 81,860
Sales Revenues : T e S B S e
Same Stores ........... ... S$L601473 .8.6% $1.474487 | $1,410930 28.5% $1,098,315
Transactions ............. L. 66,090 12,082 75,639 25367
Total .. \viiieeen... $1,667,563 -~ 12.2% $1,486,569 | $1,486,569 = 323% $1,123,682
Gross Profit V . “ X Sl o
Same SIOres ................ $ 123869 56% $ 117,287 | $ 113,822 " 159% $ 98,197
Transactions ........... I 4735 S oAl 38719 0 2141
Total ...ivvuveeiiiinn... $ 128604 93%.$ 117,701 | $ 117,701 173% $ 100,338
Gross Profit per Used : : i . : ‘ R
Vehicle Unit Sold : LI : SEE P R ‘ - B
Same Stores ........... LTS8 12140 20% $ 1,190 | $0 1,197 (28)% $ 1,231
Transactions . ............... S 1069 . $ 444 | $ :872 .'  s 1,024
Total ..., $ 1208 21% $ 1,183 $ 1,183  (35% $ 1,226
Gross Margin ’ : RO o o
Same Stores ....... DU _ 77% O B0% ‘ 8.1% T 8.9%
Transactions = .... e 7:2% 2 34% | - “51% - 8.4%
Total .........veuuiil. . 17% 9% 1 19% - 89%

In addition to factors such as general economic conditions and consumer confidence, our used vehicle
business is affected by the level of manufacturer incentives on new vehicles and new vehicle financing, the
number and quality of trade-ins and lease turn-ins, the availability of consumer credit, and our ability to
effectively manage the level and quality of our overall used vehicle inventory. The improved economic
conditions, uptick in consumer confidence, and healthier new vehicle selling environment have translated into an
increase in used vehicle demand. This resulted in increases in our Same Store used retail unit sales and in our
Same Store used retail revenues of 3.4% and 7.9%, respectively, in 2011 as compared to 2010. Our average used
retail selling price increased 4.3%, or $830, during the twelve months ended December 31, 2011 to $20,119.

Our CPO volume increased 2.9% to 23,361 units sold for the twelve months ended December 31, 2011 as
compared to the same period of 2010, corresponding to the overall increase in used retail volume. As a
percentage of total retail sales, CPO units decreased 130 basis points to 33.1% of total used retail units for the
twelve months ended December 31, 2011 as compared to the same period of 2010. The decline in CPO volume
as a percent of total used retail units is primarily the result of the recent mix shift to domestic brands, as well as
the impact of a decrease in supply of quality, off-lease luxury vehicles.

During 2011, a shortage in supply of new vehicle inventory in many of the import brands drove up demand
for used vehicles. With increased demand and shortening supply, auction prices of used vehicles experienced
steady increases over 2010 levels. The Manheim Index, which measures used vehicle auction prices, reached an
all-time high at the end of the second quarter of 2011 and the average annual index increased 3.7% in 2011 as
compared to 2010. For the twelve months ended 2011, our gross profit per used retail unit increased 1.2% but

51



was outpaced by the 4.3% increase in average sales price PRU. As a result, our Same -Store used retail vehicle
margins declined 30 basis points to 8.8% as compared to the same period in 2010. As a partial offset, we were
able to source a greater percentage of our used vehicle inventory from trade-ins in 2011, as compared to 2010.

During 2011, we experienced an increase in our wholesale used vehicle sales of 13.1% on 3.7% more units
as compared to 2010. Our wholesale used gross profit PRU increased 38.9% to $125 while our wholesale used
vehicle gross margin increased 40 basis points to 1.8% as compared to 2010. These increases correspond with the
increases in used vehicle market prices during 2011 as the average annual Manheim Index increased as compared
to 2010. As used vehicle values have begun to stabilize during the latter part of 2011, our wholesale gross profits
per unit have begun to return to more normal levels. We would expect the wholesale gross profit per unit to
continue to trend closer to break-even, with stable used vehicle values and supply.

For the twelve months ended 2b10, our Same Store used retail unit sales and our Same Store used retail
revenues.improved 19.9%and 27.4%, respectively, as compared to 2009. Our average sales price PRU increased
6.3%,.or $1,129, during the twelve months ended December 31,.2010 to $19,148.

Our CPO volume incrcased 25.7% to-22,705 for the twelve moﬁths ended December 31, 2010 as compared
to the same period of 2009, corresponding to the overall lift in used retail volume. As a percentage of total retail
sales, CPO units increased to represent 34.4% of total used retail units in 2010 as compared to 33.4% in 20009.

New vehicle trade-ins and lease turn-ins are our best source of quality used vehicles. Despite the increase in
new vehicle volumes, used vehicle retail sales volumes substantially outpaced new vehicles sales, and the
soufcing of quality used vehicles c"onytinues tobea challenge. This caused us to source a higher percentage of our
inventory from auctions in 2010, generally at higher costs, as we incur auction fees and transportation costs as
well as we are forced to bid against other dealers instead of negotiated prices paid on trade-ins. As a result, gross
profit per used retail unit decreased 3.6% in 2010, as compared to- 2009, and our Same Store used retail vehicle
margins declined 90 basis points to 9.2%. Price relativities between new and used vehicles also continued to
pressure used retail vehicle margins. ' ‘

We also experienced an increase in our wholesale used vehicle sales of 35.3% on 17.9% more units for 2010
as compared to 2009, primarily as a result,of increased new vehicle sales and trade activity.

We continuously work to optimize our used vehicle inventory levels to provide adequate supply and
selection. Our days’ supply of used vehicle inventory increased to 33 days at December 31, 2011, from 31 days
for both December 31, 2010 and December 31, 2009. ’
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Parts-and Service Data
(dollars in thousands)

For The Year Ended December 31,

9% ' %
' 2011 Change 2010 -2010 Change 2009
éai'ts and Sefvice Revénﬁes - o L L ' :
Same Stores ........ e $776,005 ‘2.5% $757,132 $745,840  6.1% $702,811
‘ Transacti_qns e e = 37, 814 o 9,872 21,164 ) 19,754
Total ...... T S R $813 819 6.1% $767,004 ‘$767,004 6.2% $722,565
Gross Profit ' B : : ' )
Same STores ... ..., ' ‘$411',281‘ 0.8% $407,993 $401,377  7.0% $375,169
Transactions .........cvovvvnuneennnn 14,641 4,755 11,371 9,667
Total ........ccovviiiiiii... $425,922 32% $412,748 $412,748 - 7.3% -$384,836
Gross Margin ‘ o :
Same Stores . ...... N ey : 53.0% 53.9% 53.8% 53.4%
Transactions «..........oeveueununn. 38.7% 48.2% 53.7% 48.9%
“Total ......... e e L 523% 53.8% 53.8% 53.3%

Our Same Store parts and service revenues increased 2.5% during 2011, primarily driven by a 5.8% increase
in wholesale parts sales and a 2.5% increase in customer-pay parts and service sales. We also generated a 6.7%
increase in collision revenues. These increases in Same Store parts and service revenues were partially offset by a
3.1% decrease in warranty parts and service revenues related to the non-recurrence of the large Toyota recalls in
2010. Our Same Store wholesale parts business benefited from an increase in business with second-tier collision
centers and repair shops, which was stimulated by the stabilization in the economy, as well as the closure of
surrounding dealerships. Our Same Store collision business increased during 2011 as compared to 2010,
benefiting from recent improvements in business processes, as well as the expansion of our collision center
footprint. In addition, the increase in Same Store customer-pay parts and service revenues during 2011 was
realized in most of the major brands that we represent, primarily driven by initiatives focused on customers,
products and processes that continue to build momentum and generate resuits.

For the twelve months ended December 31, 2011, Same Store parts and service gross profit increased 0.8%
as compared to the same period in 2010 while Same Store parts and service margins decreased 90 basis points to
53.0%, as growth in our collision and wholesale parts:business, which have relatively lower margins, outpaced
the growth in our customer-pay business. Further, the decline in 2011 margins reflected the return to more
normalized levels in our warranty parts and service segment, which benefited from the 2010 Toyota recall
campaigns. These recalls consisted predominantly of labor services that generate higher margins than the
corresponding parts. In addition to the factors described above, recently instituted customer-pay initiatives that
are designed to grow market share and revenues have eclipsed the growth in our other higher margin products
and services, resulting in improved gross profits, but a slight decline in our customer-pay parts and service
margins.

Our Same Store parts and service revenues increased 6.1% during 2010, primarily driven by a 10.9%
increase in warranty parts and service revenues and a 3.7% increase in customer-pay parts and service sales. We
also generated a 7.9% increase in wholesale parts sales and a 5.1% increase in our collision revenues.

The improvement in our Same Store warranty parts and service revenue as compared to 2009 was primarily
driven by the Toyota recalls that began during the fitst quarter of 2010, and affected approximately 6.0-million
vehicles according to industry sources. The two major recalls included the floormat/accelerator, recall, which
affected approximately 5.3 million Toyota and Lexus vehicles, and the sticky accelerator pedal recall, which
affected approximately 2.3 million Toyota vehicles. There were approximately 1.7 million units that were
impacted by both recalls. These recalls accounted for 130 basis points of the 6.1% increase in parts and service
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revenues. Total recall volumes increased 24.0% in 2010. The increase in Same Store:customer-pay parts and
service revenues was primarily driven by our domestic brand dealerships and attributable to. markets with recent
domestic dealership closures. Our Same Store wholesale parts business increased in 2010 benefiting from recent
improvements in business processes, and an increase in business with second-tier collision centers and repair
shops, which was stimulated by the. stabilization in the economy, as well as the closure of surrounding
dealerships. Our collision revenues also improved during 2010, as a result of enhanced business processes and
the openmg of additional capacity.

Same Store parts and service gross proﬁt 1ncreased 7.0% from 2009 to 2010, while Same Store parts and
service margins increased 40 basis points to 53.8%. These improvements were primarily a result of intérnal work
generated by the increase .in new and used retail vehicle sales volumes and the increased warranty work
generated by the two major Toyota recalls. These recall campaigns consist predominantly of labor services,
which produce . higher margins than the corresponding parts sales, and are comparable to our customer-pay
busmess

; Finance and Insurance Data ‘
(dollars in thousands, except per unit amounts)

For The Year Ended December 31,

' % : - %
2011 . Change 2010 2010 Change 2009
Retail New and Used Unit Sales ‘ - , o
. Same StoTes ... . 165,142 1.9% 162,046 | 156,614 16.7% - 134,253
Transactions .................. i e 1,355 : 1,466 6898 - - 299
" Total ......... S 172,497  55% 163,512 | 163,512 19.1% 137,249
Retail Finance Fees o ‘ . 1 ,
Same Stores ................. e $ 66,683 155% $ 57,728 | $ 56,218 . 33.6% $ 42,076
Transactions ............. [T 3,242 - 444 1,954 : 972
Total ............. T 5 69925 202% $ 58,172 $ 58,172 35.1% $ 43,048
Vehicle Service Contract Fees o o -
Same Stores ...l $ 78,248 10.7% $ 70,707 | § 70,498 24.7% $ 56,537
Transactions ............... PO 2,558 373 582 1,033
“Total v... o i, .. e e $ 80,806.. 13.7% $ 71,080 | $ 71,080 23.5% $ 57,570
Insurance and Other ' SRR : S '
Same Stores ............. ERERR ... $43174  11.0% $ 38904 | $ 38,882 10.6% $ 35,152
Transactions .......................... 1,831 ' 633 655 659
‘Total ...... . ... B ce $-45,005 .13.8% $ 39,5371 $ 39,537  104%.$ 35,811
Total B ‘ ’ ‘ ' : :
Same Stores ........... ... oL $188,105 12.4% $167,339 | $165,598 23.8% $133,765
Transactions . ......%7..... e 15631 1,450 - 3,191 _ 2,664
Total ...... e $195736  16.0% $168,789 | $168,789  23.7% $136429
Firiance and Insurance Revenues per Unit Sold o : PR
- Same Stores ...... S T $ 1,139 103% $ 1,033 |$ 1,057 - 6.1% $ 996
© Transactions & .....:...v....... coedo $01,038 -8 989 1% 463 . $ 889
S Total vl $ L1350 100% $ 103218 01,032 38% § 994
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Our continued focus on improving our finance and insurance business processes. benefited us during the
twelve months ended December 31, 2011 as our Same Store finance and insurance revenues increased by 12.4%
to $188.1 million for 2011 as compared to 2010. This improvement was primarily driven by the increases in
finance and vehicle service contract income per contract of 13.2% and 2.6%, respectively, and an increase in
vehicle service contract penetration rates of 200 basis points to 36.5%. The improved finance income per contract
was driven by an increase in amounts financed, corresponding with higher average selling prices, and stabilizing
economic and customer lending conditions that have allowed for lower customer down-payments and higher
amounts financed. We also experiénced an 11.0% increase in insurance and other product revenue as a result of
increases in both income per contract and penetration rates. Coupled with the new and used vehicle retail sales
volumes increases in 2011, these improvements more than»offset an increase in chargeback expense. As a result,
our Same Store revenues PRU for 2011 improved 10.3% to $1,139, which is an all-time record for us.

_ Our Same Store finance and insurance revenues increased by 23.8% to $165.6 million for 2010 as compared
to 2009. This improvement was primarily driven by the increases in new and used vehicle sales volumes. In
addition, we experienced increases in finance income per contract and increases in both finance and vehicle
service contract penetration rates during 2010. The increase.in our finance penetration rate was primarily driven
by the increase in manufacturer financing promotions, as well as the negative impact of the CARS program on
finance penetration rates in the third quarter of 2009, as a disproportionate number of the CARS customers paid
cash for their vehicle purchase These increases were partially offset by decreases in penetratlon rate of our
maintenance and road hazard product offerings, as well as an increase in our chargeback expense Asa result our
Same Store revenues PRU for 2010 improved 6.1% to $1,057.
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- Selling, General and Administrative Data
(dollars in‘thousands)

. For The Year Ended December 31,

% %
2011 Chalige 2010 2010 Change 2009
Pérso,nnel . v “ : : R
Same SEOTES .+ « v v v v oo et et $431,170 6.5% $404,766. - $396,115 11.9% $354,018
Transactions . .........iveeiuecnnnann M 5,219 13,870 _9,1%
Total ............ . ...l $447,608 9.2% $409,985 ~ $409,985 12.9% $363,151
Advertising
~ Same Stores . ... e $ 44571 0H% $ 44,728 $ 43421 21.4% $ 35,756
© Transactions . ....................... 2,152 319 1,626 811
Total .....vvvee il $ 46,723 37% $ 45,047 | $ 45,047 232% $ 36,567
Rent and Facility Costs o o ‘
Same Stores ... i $ ‘85’,759 2.3)% $V87,82’0 $ 86,’.897 04% $ 86,545
Transactions ........................ 4,474 . ‘3354 | 4217 3,652
Total .. ovee e $ 90,233 (1.0)% $.91,174 |$ 91,174 1.1% $ 90,197
Other SG&A
Same StOres .. ..vv i $145,058 2.8% $141,091 $137,527 82% $127,047
Transactions ............eeuiienuuenn. ﬂ 6,338 9,902 ﬂ
Total ..ot e $150,665 2.2% $147,429 $147,429 4 12.4% $131,133
Total SG&A ‘
Same Stores ............iiiiiia.. $706,558 4.1% $678,405 $663,960 10.0% $603,366
Transactions .............veueunnn... M 15,230 29,675 L682
Total ... i $735,229 6.0% $693,635 $693.635 11.7% $621,048
Total Gross Profit |
Same StOres . ... $925,870 6.6% $868,821 $850,514 12.0% $759,383
Transactions . ........ovveeennnnnnn 34,730 8,212 26,519 16,454
Total ... $960,600 9.5% $877,033 $877,033 13.0% $775,837
SG&A as a % of Gross Profit
Same Stores ... 76.3% 78.1% 78.1% 79.5%
Transactions . ............coeueeunnnn. 82.6% 185.5% 111.9% 107.5%
Total ...t 76.5% 79.1% 79.1% 80.0%
Employees ..........cocviiiiiint. 8,300 7,500 7,500 7,000

Our SG&A consist primarily of salaries, commissions and incentive-based compensation, as well as rent,
advertising, insurance, benefits, utilities and other fixed expenses. We believe that the majority of our personnel
and all of our advertising expenses are variable and can be adjusted in response to changing business conditions

given time.

Our continued cost rationalization efforts have provided benefit to us throughout 2011 in the form of a
leaner cost organization and better leverage of revenue and gross profit growth. Coupled with the increase in
gross profit, our Same Store SG&A as a percentage of gross profit improved 180 basis points to 76.3% for 2011
as compared to 2010. Our absolute dollars of Same Store SG&A expenses increased by $28.2 million from 2010
levels, primarily attributable to personnel costs, which predominantly correlate with vehicle sales. Our net Same
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Store advertising expenses declined 0.4% in 2011 as compared to 2010 as advertising spending was rationalized
in light of the general inventory shortage experienced throughout much of 2011. For the twelve months ended
December 31, 2011, rent and facilities expense declined $2.1 million as compared to the same period in 2010.
This decrease was primarily a result of our purchase. of real estate associated with existing dealerships, which
served to reduce our rent expense. We plan to continue to strategrcally add dealership-related real estate to our
portfolio.

We continue to aggressively pursue opportunities that take advantage of our size and negotiating leverage
with all of our vendors and service providers.

Coupled with the 12.0% increase in Same Store gross profit, our Same Store SG&A as a percentage of
Gross Profit improved 140 basis points to 78.1% for 2010 as compared to 2009. Our absolute dollars of Same
Store SG&A expenses increased by $60.6 million from the same period in 2009, which was primarily attributable
to personnel costs that is generally driven by vehicle sales volumes. Our net advertising expenses increased by
$7.7 million, or 21.4% in 2010 as compared to 2009, following the general stabilization in the economy and our
efforts to capture market share and stimulate parts and service activity. The increase in other SG&A expenses is
primarily attributable to those expenses that are variable with sales activity. :

Depreciation and Amortization Data
(dollars in thousands)

For The Year Ended December 31,

i

% %

v 2011 . Change 2010 < 2010 - Change 2009
Same Stores ............. PR coeee. $26187  20% $25673 | $25547  23% $24982
Transactions ... .......oeeeeeesnnnennnsion. © 876 782 908 / 846
Total ...................... R $27, 063 = 2. 3% $26 455 $26,455 . 2.4% $25 828

We continue to strateglcally add dealershrp—related real estate to our portfoho and make lmprovements to
our existing facilities, designed to enhance. the proﬁtabrhty of our dealerships and the overall customer
experience. As a result, our Same Store deprecratron and amortization expense increased 2.0% and 2.3% for the
years ended December 31, 2011 and 2010, respectively. We critically evaluate all planned future capital
spending, worklng closely with our manufacturer partners to maximize the return on our investments.

Impairment of Assets .

We perform an annual review of the fair valie of our goodwill and indefinite-lived intangible assets during
the fourth quarter. We also perform interim reviews for impairment when evidence exists that the carrying value
of such assets may not be recoverable. We did not 1dent1fy an impairment of our recorded 1ntang1ble franchise
rights nor in our recorded goodwill in 2011, 2010 or 2009.

For long-lived assets, we review for impairment whenever there is evidence that the carrying amount of
such assets may not be recoverable. In 2011, we noted 1mpa1rment indicators relative to other long-lived assets
associated with our existing dealership facilities, as well ‘as certain non-operating real estate holdings. And, as a
result, we recognized $4.8 million in pre-tax non-cash asset impairment charges. Included in this total
impairment charge, we recorded $3.2 million in pre-tax non-cash asset impairment charges associated with assets
classified as held-for-sale to adjust the respective carrying values to their estimated fair market values, as
determined by third-party appraisals and brokers’ opinions of values. These assets were subsequently reclass1ﬁed
as held-for-use when our plan to dispose was terminated.

In 2010, we noted impairment indicators relative to the leasehold improvements and other long-lived assets
of our existing dealerships, as well as a dealership that. was closed during the year. As a result, we recognized
$7.6 million in pre-tax non-cash asset impairment charges. In addition, in 2010, we recorded $3.2 million in
pre-tax non-cash asset impairment charges associated with assets classified as held-for-sale to adjust  the
respective carrying values to their estimated fair market values as determined. by thlrd-party appralsals and
brokers’ opinions of values. : : S
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In 2009, we identified' triggering events relative to real estate held-for-sale, due primarily to adverse real
estate market conditions and, as a fall out of the Chrysler and General Motors bankruptcies and plans to close
SAAB, Saturn, Pontiac and’ other brands, the availability of a significant number of similar properties. We
reviewed the carrying value of such assets in comparison with the respective estimated fair market - values as
determined by third party appraisal and -brokers’ opinion of value. ‘Accordingly, we recorded a-$13.8 million
pretax asset impairment. Also, during 2009 we determined that the carrying value of certain other long-term
assets was impaired and, as a result, pretax non-cash asset impairment charges of $7.1 million were recognized.

Floorplan Interest Expense
““(dollars in thousands) -

For The Year Ended December 31,

. % . R . % .
. ) 2011 ~ Change = 2010 2010 Change 2009
Same SLOTeS .« v v vvvvnnnn S . $26493  (21.5)% $33,756 | $33,520  4.9% $31,966
Transactions . ........ouiieeneneeenniiiaa, 1,194 . 354 590 : - 379
Total .o e e e $27,687 '(18.8)% $34,110, $34,1:10 5.5%. $32,345
Memo: '
Manufacturer’s assistance . ..... i e $26,144 8.9% $23,998 $23,998 19.8% $20,039

Our floorplan interest expense fluctuates with changes in borrowings outstanding and interest rates, which
are based on one-month LIBOR (or Prime rate in some cases) plus a spread. Mitigating the impact of interest rate
fluctuations, we employ an interest rate hedging strategy, whereby we swap variable interest rate exposure for a
fixed interest rate over the term of the variable interest rate debt. As of December 31, 2011, we had effective
interest rate swaps with an aggregate notional amount of $300.0 million that fixed our underlying one-month
LIBOR at a weighted average rate of 4.3%. The majority of the monthly settlements of these interest rate swap
liabilities' are recognized as floorplan interest expense. From time to time, we utilize excess ‘cash on hand 'to pay
down ‘our floorplan borrowings, and the resulting interest earned is recognized as an offset to our gross floorplan
interest expense. T : e : s

In addition to the $300.0 million of swaps in effect as of December 31, 2011, we entered into 19 additional
interest rate swaps during 2011 with forward start dates between August 2012 and September 2015 and
expiration dates between August 2015 and December 2018. The aggregate notional value of these 19 forward-
starting swaps is $625.0 million and the weighted average interest rate of these swaps is 2:9%.

Our Same Store floorplan interest decreased 21,5%, or $7.3 million; for the year ended December 31, 2011
as compared to 2010. The reduction is primarily attributable to a 95 basis-point decrease in our weighted average
floorplan interest rates, including the impact of our interest rate swaps. ‘Declines in our Same Store floorplan
interest expense. due to the expiration of $300.0 million of interest rate swaps in December 2010 and August
2011 were partially offset by an increase in our contractual borrowing rates for new and used vehicle inventory,
resulting from the amcndment of our Revolving Credit Facility in July 2011. :

Our Same Store floorplan interest expense increased 4.9% for the year ended December 31,2010, compared
to 2009. The increase for 2010 reflects a $118.5 million increase in our weighted average floorplan borrowings
outstanding, partially offset by a 77 basis-point decrease in our weighted average floorplan interest rates between
the'respective periods, including the impact of our interest rate swaps. ‘

Other Interest Expense, net

Other net interest expense consists primarily of interest charges on our Real Estate Debt and.our long-term
debt, partially offset by interest income. For the year ended December 31,2011, other interest expense increased
$6.5 million, or 23.9%, to $33.7 million from the same period in 2010. Our weighted average interest rates
increased for the year ended December 31,2011 as compared to 2010, primarily related to higher interest costs
on our real estate related borrowings. In conjunction with the amendment and restatement of our Mortgage
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Facility in the fourth quarter of 2010, we replaced borrowing capacity under the Mortgage Facility by entering
into term loans with several of our manufacturer-affiliated finance partners that are at higher interest rates than
the prior interest rates under the Mortgage Facility. Further, during the second half of 2011, we entered into five
additional loan agreements with third-party financial institutions, for an aggregate principal amount of $32.7
million, to finance real estate purchases associated primarily with our recently acquired dealerships. We will
continue to strategically add dealership related real estate to our poftfolio. o '

Other net interest expense decreased $1.9 million; or 6.4%, to $27.2 million for the ‘year ended
December 31, 2010, from $29.1 million for the same period in 2009. This decrease was primarily due to an
increase in interest income, the payoff of all borrowings outstanding on our Acquisition Line and the redemption
of our 8.25% Notes on March 30, 2010. Partially offsetting the decrease was interest expense related to our
3.00% Notes, which were issued in March 2010. Our weighted average borrowings declined $24.7 million for the
year ended December 31, 2010 as compared to the same period in 2009. y

.. Included in other interest expense for the years ended December 31, 2011, 2010, and 2009 is non-cash,
discount. amortization expense of $9.1-million, $7.7 million and $5.4 million, respectively, representing the
impact of the accounting for convertible debt. as required by ASC 470. Based on the level 2.25% Notes and
3.00% Notes outstanding, we anticipate that the ongoing annual non-cash discount amortization expense related
to the convertible debt instruments will increase by an average of $0.9 million from 2012 to 2015 and $0.5
million from 2016 to 2019.

Gain/Loss on Redemption of Debt

On March 30, 2010, we completed the redemption of $74.6 million, of our 8.25% Notes, representing the
then outstanding balance, at a redemption price of 102.75% of the_principal amount .of - the notes, utilizing
proceeds from our 3.00% Notes offering. We incurred a $3.9 million pretax charge in completing the redemption,
consisting of a $2.1 million redemption premium, a $1.5 million write-off of unamortized bond discount and
deferred costs and $0.3 million of other debt extinguishment costs. Total cash used in completing the redemption,
excluding accrued interest of $0.8 million, was $77.0 million. : :

During the year ended December 31, 2009, we repurchased $41.7 million par value of our outstanding
295% Notes for $20.9- million in cash, excluding $0.2 million of accrued interest, and realized a net gain of
$8.7 million. In conjunction with the repurchases, $12.6 million of discounts, underwriters’ fees and debt
issuance costs were written off. The unamortized cost of the related purchased options acquired at the time the
repurchased convertible notes were issued of $13.4 million, which was deductible as original issue discount for
tax purposes, was taken into account in determining the tax gain. Accordingly, we recorded. a proportionate
reduction in our deferred tax assets. In conjunction with these repurchases, $0.4 million of the consideration was
attributed to the repurchase of the equity component of the 2.25% Notes and, as such, was recognized as an
adjustment to additional paid-in-capital, net of income taxes. ’ I ’

During the second quarter of 2009, we refinanced certain real estate related debt through borrowings. from
our Mortgage Facility. In conjunction with. the refinancing, we paid down the total amount borrowed by
$4.1 million and recognized an aggregate prepayment penalty of $0.5 million.

Provision for Income Taxes .

For the year ended December 31, 2011, we recorded a tax provision of $49.7 million. The 2011 effective tax
rate of 37.6% differed from the 2010 effective tax rate of 37.8% primarily due to the changesin certain state tax
laws and rates, the mix of our pretax income from the taxable state jurisdictions-in which we operate, and -an
increase in federal employment tax credits. o ' ' ' : ‘

For the year ended December 31, 2010, we recorded a tax provision of $30.6 million. The 2010 effective tax
rate of 37.8% differed from the 2009 effective tax rate of 36.5% primarily due to the changes in certain state tax
laws and rates, the mix of our pretax income from the taxable state jurisdictions in which we operate, the benefit
received ‘from tax-deductible goodwill related to a franchise terminated during 2010, as well as the benefit
recognized in conjunction with a tax election made during 2009. : ’ ‘
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We believe that it is more likely than not that our deferred tax assets, net of valuation allowancesprovided,
will be realized, based primarily on the assumption of future taxab]e income. We expect our effective tax rate in
2012 will be approximately .39.0%. . : , . : :

As of December 31, 2011, we had net deferred tax liabilities totalmg $62. 4 nulhon relating to the
differences between the financial reporting and tax basis of assets and liabilities, which are expected to reverse in
the future. This includes $79.1 million of deferred tax liabilities relating to intangibles for goodwill and franchise
rights that are deductible for tax purposes that will not reverse unless the related intangibles are disposed.

Liquidity and Capital Resources

Our liquidity and capital resources are prlmanly derived from cash on hand, cash temporarily invested as a
pay down of Floorplan Line levels, cash from operations, borrowings under our credit facilities, which provide
vehicle floorplan financing, working capital and dealership and real estate acquisition financing, and proceeds
from debt and equity offerings. Based on current facts and circumstances, we believe we will have adequate cash
flow, coupled with available borrowing capacity, to fund our current operations, capital expenditures ‘and
acquisitions for 2012. If economic and business conditions: detetiorate or if our :capital expenditures or
acquisition’ plans for 2012 change, we may need to access the private or public capital markets to obtam
additional funding. ‘ ' :

Cash on Hand. As of December 31, 2011, our total cash on hand was $14.9 million. Included in cash on
hand are balances from various investments in marketable and debt securities, such as money market accounts
and variable-rate demand obligations with manufacturer-affiliated finance companies, which have maturities of
less than three months or are redeemable on demand by us. The balance of cash on hand éxcludes $109.2 million
of immediately available funds used to pay down our Floorplan Line. We use the pay down of our Floorplan Lme
asa channel for the short-term 1nvestment of excess cash.

- Cash Flows. The following table sets forth selected hlstoncal mfonnatlon regardmg cash flows from.our
Consolidated Statements of Cash Flows: :

For the Year Ended December 31,

2011 2010 2009
’ . . - ( ) ) (In thousands) o
Net cash provided by (used in) operating activities . . . . ...  $199316  $(68466)  $354,674
Net cash used in investing activities .. .....:....c.v..u.nn (212,773) 54,787 . (3,997) -
- Net cash provided by (used in) financing activities .. . . .. .. - 8,649 129,710 (361,430) -
Effect of exchange rate changes on cash . EEREREEE SO ¢ (140) 165 830
Net (decrease) increase in cash and cash equlvalents $ (4948) 8 6,622 $ (9,923)

With respect to all new vehicle floorplan’ borrowings, the manufacturers of the vehicles draft our credit
facilities ‘directly with no cash flow to or from us. With respect to borrowings for used vehicle financing, we
finance up to 80% of the value of our used vehicle inventory, except in the U.K., and the funds flow directly to us
from the lender. All borrowings from, and repayments to, lenders affiliated with our vehicle manufacturers
(excluding the cash flows from or to manufacturer-affiliated lenders participating in our syndicated lending
group) .are presented. within Cash Flows from Operating Activities on the Consolidated Statements of Cash
Flows. All borrowings from, and repayments to, the syndicated. lending group under our Revolving Credit
Facility (1nclud1ng the cash flows from or fo manufacturer-affiliated lenders participating in the fac111ty) are
presented within Cash Flows from Financing Activities. S , :

Sources and Uses of Liquidity from Operatmg Activities

- For the year ended December 31, 2011, we generated $199.3 mllhon in net cash flow. from operating
activities, primarily consisting of $82.4 million in net income, $38.0 million. net change- in-operating assets and
liabilities, as well as non-cash adjustments related to depreciation and amortization- of. $27.1 million, deferred
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income taxes of $24.8 million, amortization of debt discounts and debt issue costs of $12.0 million, stock-based
compensation of $10.9 million, and asset impairments. of $4.8 million. Included in the net change in operating
assets and liabilities are cash outflows ‘of $53.8 million from increases of vehicle receivables  and
contracts-in-transit, $17.9 million from an increase in accounts and notes receivables, $11.2 million from an
increase in prepaid expenses and other assets, and $7.4 million due to increases in inventory levels, partially
offset by $77.0 million of cash provided by increases in .accounts payable and accrued expenses and $52.8
million from the net increase in floorplan borrowings from manufacturer-affiliates:

For the year ended December 31, 2010, we used $68.5 million in net cash flow from operating activities,
primarily driven by $205.1 million in net changes in operating assets and liabilities partially offset by $50.3
million in net income’ and significant non-cash adjustments related to depreciation and amortization of $26.5
million, deferred income taxes of $23.3 million, asset impairments of $10.8 million, amortization of debt
discounts and debt issue costs of $10.3 million, and stock-based compensation of $9.9 million. Included in the
net changes in operating assets and liabilities is $174.2. million of cash. outflow due to increases in inventory
levels, $27.2 million of cash outflow from increases of vehicle receivables, contracts-in-transit, accounts. and
notes receivables, partially offset by $16.1 million of cash provided by increases in accounts payable .and accrued
expenses. In addition, cash flow from operating activities includes an adjustment of $3.9 million for the loss on
the redemption of our 8.25% Notes. : '

For the year ended December 31, 2009, we generated $354.7 million in net cash flow from operating
activities, primarily driven by net income of $34.8 million, $235.9 million in net changes in operating assets and
liabilities, and significant non-cash adjustments related to deferred income taxes of $29.6 million, depreciation.
and amortization of $25.8 million; asset impairments of $20.9 million and stock-based compensation of
$8.9 million. Included in the net changes in operating assets and liabilities is $243.0 million of cash flow
provided by reductions in inventory levels and $27.4 million of cash flow from collections of vehicle receivables,
contracts-in-transit,  accounts and notes receivables, partially offset by $14.1 million. of net repayments to
manufacturer-affiliated floorplan lenders. In addition, cash flow from operating activities includes an adjustment
of $8.2 million for gains from redemptions of $41.7 million of par value of our 2.25% Notes, which is con51dered
a cash flow from ﬁnancmg activities.

Working Capital. At December 31, 2011, we had Workmg capital of $130 6 million. Changes in our
working capital are driven primarily by changes in floorplan notes payable outstanding. Borrowmgs on our new.
vehicle floorplan notes payable, subject to agreed upon pay-off terms, are equal to 100% of the factory invoice of
the vehicles. Borrowings on our used vehicle floorplan notes payable, subject to agreed upon pay-off terms, are
limited to 80% of the aggregate book value of our used vehicle inventory. At times, we have made payments on
our floorplan notes payable using excess cash flow from operations and the proceeds of debt and equity
offerings. As needed, we re-borrow the amounts later, up to the limits on the floorplan notes payable discussed
above, for working capital, acquisitions, capital expenditures or general corporate purposes.

Sources and Uses of Liquidity from Investing Activities

During 2011, we used $212.8 million for investing activities, primarily related to the acquisition of Ford,
Cadillac/Buick/GMC, and Lincoln dealerships all in Houston, Texas, a ‘Volkswagen dealership in Irving, Texas,
and BMW/MINI, Ford, and a Buick/GMC dealerships all in El Paso, Texas for a total of $159.6 million,
including the amounts paid for vehicle inventory, parts inventory, equipment and furniture fixtures, as well as the
purchase of some of the associated real estate. The vehicle inventory for the Ford and Lincoln dealership
acquisitions ‘was subsequently financed through borrowing under the FMCC Facility. The vehicle’ inventory for
the other dealership acqu1s1t10ns was subsequently financed through borrowings under our Floorplan Line. We
also used $60.6 million during 2011 primarily for purchases of property and equipment to construct new and
improve existing facilities, consisting of $26.7 million for real estate to be used for existing dealership operations
and $40.1 million for capital expenditures. These cash outflows were parually offset by $6.0 million in proceeds
from the sale of property and equipment during 2011. :

During 2010, we used $54.8 million in investing acﬁvities, primarily as a result of $34.7 million :paid for
acquisitions, net of cash received, and $69.1 million for the purchase of property and equipment, including real
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estate, These cash outflows were partially offset by $46.2 ‘million in proceeds from the sales of franchises,
property and equipment. The $34.7 million used for -acquisitions consisted primarily of $15.9 million: for
inventory acquired as part of our dealership acquisition, $10.0 million for goodwill and intangible franchise
rights, and $6.9 million to purchase the associated dealership real estate. The $69.1 million used for the purchase
of property and equipment includes the $40.2 million for the purchase of land and existing buildings and $28.9
million for the construction of new or expanded facilities, imaging projects required by. the manufacturer and
replacement of dealership equipment.. The $46.2 million in proceeds from the disposition of franchises, property
and equipment included $8.6 million for inventory sold as part of our dealership d1spos1t10ns and $24.1 million in
consideration received for the assocnated dealership real estate. :

During 2009, we used $4.0 million in investing activities, primarily as a result of $16.3 million paid for
acquisitions, net of cash received; and $21.6 million for the purchase of property and equipment. These cash
outflows were partially offset by $30.3 million in proceeds from the sales of franchises, property and equipment.
The $16:3 million used for acquisitions consisted primarily of $5.9 million for inventory acquired as part of our
dealership acquisition, $3.8 million for goodwill and intangible franchise rights, and $4.2 million to purchase the
associated  dealership real estate. The $30.3 million in proceeds from the sales of franchises, property and
equipment included $12.3 million for inventory sold as part of our dealership dispositions and $14.7 million in
consideration received for the associated dealership real estate.

Capital Expenditures. Our capital expenditures include costs to extend ‘the useful lives of current facilities,
as well as to start or expand operations. In general, expenditures relating to the construction or expansion of
dealership facilities are driven by dealership acquisition activity, new franchises being granted to us by a
manufacturer, significant growth in sales at an existing facility, or manufacturer imaging programs. We critically
evalvate all planned future capital spending, working closely with our manufacturer partners to maximize the
return on our investments. We forecast our capital expenditures for 2012 to be less than $55.0 million, which
could génerally be funded from excess cash. This amount includes approximately $15.0 million for specific
growth initiatives in our parts and service business,

Acquisitions. In 2011, we acquired six domestic, four import, and four luxury franchises with expected
annual revenues at the time of acquisition of $563.0 million. These purchases included one Ford dealership, one
Cadillac/Buick/GMC dealership and one Lincoln dealership, all located in Houston, Texas. In addition, we
acquired one Volkswagen dealership located in Irving, Texas, as well as one BMW/MINI dealership, one Ford
dealership, -and one Buick/GMC dealership, all located in El Paso, Texas. Consideration paid for these
dealerships totaled $159.6 million, including amounts paid for vehicle inventory, parts inventory, equipment, and
furniture and fixtures, as well as the purchase of some of the associated real estate. The vehicle inventory was
subséquently financed through borrowings under the FMCC Facility and the Floorplan Line. Further, we were
awarded one Fiat franchlse located in Houston, Texas, and two Volkswagen franchises in San Diego, California
and Beaumont, Texas. :

In 2010, we purchased one import and six luxury franchises with expected annual revenues of $234.0
million. These franchises included two BMW/MINI dealerships in the Southeast region of the U.K, a Toyota/
Scion dealership in Rock Hill, South Carolina, an Audi dealershlp located in Columbia, South Carohna and a
Lincoln franchise in Lubbock, Texas. Total cash consideration paid for these acquisitions totaled $34.7 million,
1nclud1ng the amounts paid for vehicle inventory, parts inventory, equipment and furniture and fixtures, as well
as the purchase of the associated real estate. The vehicle inventory acquired in the UK. was subsequently
ﬁnanced through borrowings under our credit facility with BMW Financial Services, while the vehicle 1nventory
from the U.S. acquisitions was subsequently financed through borrowmgs under our Floorplan Line.

In 2009, we. completed acquisitions of two luxury, two impott and one domestic franchise with expected
annual revenues of $108.4 million. These franchises included a BMW dealership-in Mobile, Alabama, a Hyundai
franchise in Houston, Téxas, another:Hyundai franchise in New Orleans; Louisiana, and a Lincoln and a Mercury
franchise in Pembroke Pines, Florida. Total cash consideration paid, net of cash received, of $16.3 million,
included $4.2 million for related real estate and the incurrence of $5.9 million of inventory financing.
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~ We purchase businesses based on expected return on investment. In general, the purchase price, excluding
real estate and floorplan liabilities, is approximately 20% to 25% of the annual revenue. Cash needed to complete
our acquisitions came from excess working capital, operating cash flows of our dealerships and borrowings under
our floorplan facilities, Mortgage Facility, term loans and our Acquisition Line. -

Dispositions. During 2011, we disposed of one of our non-operational dealership facilities that qualified as
a held-for-sale asset as of December 31, 2010 for $4.1 million with no gain or loss recognized related to this sale.
The carrying value of this non-operational dealership facility was classified in Other Current Assets in the
accompanying Consolidated Balance Sheet: at December 31, 2010. In addmon we disposed of two franchises
during 2011 for gross consideration of $0.9 million. ‘

Sources and Uses ofLiquidity from F inancing Activities

During 2011, we generated $8.6 million in net cash flow from financing activities, primarily related to
$48.5 million in net borrowings under the Floorplan Line of our Revolving Credit Facility, which included a net
cash inflow of $20.0 million due to a decrease in our floorplan offset account. In addition, we borrowed $32.7
million of long-term debt related to real estate. These cash inflows were partially offset by $50.8 million used to
repurchase treasury shares of our common stock during the:second and third quarter of 2011, .$11.2 million used
for dividend payments, and $11.1 million used for principal payments of real estate and other long-term debt.

Dunng 2010, we generated $129.7 million in fmancmg activities, cons1st1ng primarily of $115.0 million of
proceeds from the issuance of our 3.00% Notes, $29.3 million from the sale of the associated warrants, $140.5
million in net borrowings under the Floorplan Line of our ‘Revolving Credit Facility, and $151.1 million in
borrowings of other long-term debt. ‘These cash inflows were partially offset by the $150.1 million used for
principal payments on the Mortgage Facility, $77.0 million used to repurchase all of our outstanding 8.25%
Notes, and $45.9 million used to purchase 10-year call options on our common stock in connection with the
issuance of the 3.00% Notes during 2010. In addition, we used $26.8 million to repurchase treasury shares of our
common stock during 2010 and paid $2.4 million in d1v1dends during the year.

During 2009, we used -$361.4 million in financing ‘activities, primarily due to $273.4 million in net
repayments under the Floorplan Line of our Revolving Credit Facility, $50.0 million in net repayments under the
Acquisition Line of our Revolving Credit Facility, $20.9 million of cash to repurchase $41.7 million par value of
our outstanding 2.25% Notes, and' $19.7 million to repay ‘a portion of our outstanding Mortgage Facility.
Included in the $34.5 million of borrowings on our Mortgage Facility; we refinanced our March 2008 and June
2008 Real Estate Notes through borrowings on our Mortgage Facility of $27.9 million. In conjunction with the
refinancing, we paid down the total amount borrowed by $4.1 million and recognized an aggregaté prepayment
penalty of $0.5 million. Included in the $273.4 million of net repayments under the Floorplan. Line of our
Revolving Credit Facility is a net cash outflow of $26.7 million due to an increase in our floorplan offset
account.

Credit Facilities. Our various credit facilities are used to finance the purchase of inventory and real estate,
provide acquisition funding and provide working capital for general corporate purposes. Our most significant
domestic revolving facilities currently provide us with a total of $1.25 billion of borrowing capacity for inventory
floorplan financing and an additional $250.0 million for acquisitions, capital expenditures and/or other general
corporate purposes. ’ ' '

Revolving Credit Facility. Effective July 1, 2011, we entered into an amended and restated revolving
credit facility, which we refer to herein as our Revolving Credit Facility. Our Revolving Credit Facility, which is
comprised of 21 financial institutions, including four. manufacturer-affiliated finance companies, expires on
June 1, 2016 and consists of two tranches: $1.1 billion for the Floorplan Line and $250.0 million for the
Acquisition Line: Up to half of the Acquisition Line.can be borrowed in either Euros or Pounds Sterling. The
capacity under these two tranches can be re-designated within the overall $1.35 billion commitment, subject to
the original limits of a minimum of $1.1 billion for the Floorplan Line and maximum of $250.0 million for the
Acquisition Line. The Revolving Credit Facility can be ‘expanded to its maximum commitment of $1.6 billion,
subject to participating lender approval. The Floorplan Line bears interest.at rates equal to one-month LIBOR
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plus 150 basis points for new vehicle inventory and one-month LIBOR plus 175 basis points for used vehicle
inventory. The Acquisition Line bears interest at the one-month LIBOR plus a margin that ranges from 150 to
250 basis points,. depending on our leverage ratio. The: Floorplan Line requires a commitment. fee.of 0.20% per
annum on the unused portion. The Acquisition Line also requires a commitment fee ranging from 0.25% to
0.45% per annum, depending on our leverage ratio, based on a minimum commitment of $100 0 million less
outstanding borrowings.

As of December 31, 2011, after cons1der1ng outstandmg balances, we. had $490 3 million of available
floorplan borrowing capacity under. the Floorplan Line. Included in the $490.3 million available borrowings
under the Floorplan Line was $109.2 million of immediately available funds. The weighted average interest rate
on the Floorplan Line was 1.8% and 1.1% as of December 31, 2011 and 2010, respectively, excluding the impact
of our interest rate swaps. After considering $24.3 million and $17.3 million of outstanding letters of credit at
December 31, 2011 and 2010, and other factors included in our available borrowing base calculation, there was
$225.7 million and $233.7 million of available borrowing capamty ‘under the Acquisition Line as of
December 31, 2011 and 2010, respectively. The amount of available borrowing capa01ty under the Acqu1s1t10n
Line may be 11m1ted from time to time based upon certain debt covenants.

All of our domestic dealershlp-ownmg subsidiaries -are co—borrowers under the Revolving Credit Facility.
Our obligations under the Revolving -Credit Facility are secured by essentially all of our domestic personal
property (other than equity interests in dealershlp—owmng subsidiaries) including all motor vehicle inventory and
proceeds from the disposition of dealership-owning subsidiaries.” The Revolvmg Credit Facility contdins a
number of significant covenants that, among other things, restrict our ability to make disbursements outside of
the ordinary course of business, dispose of assets, ‘incur additional indebtedness, creaté liens on assets, make
investments and engage in mergers or consolidations, We are also required to comply with specified financial
tests and ratios defined in the Revolving Credit Facility, such as fixed charge coverage, total leverage, and senior
secured leverage. Further, the Revolving Credit Facility restricts our ability to make certain payments, such as
dividends or other distributions of asséts, properties, cash, rights, obligations or securities (“Restricted
Payments”). The Restricted Payments shall not exceed the sum of $100.0 million plus (or minus if negative)
(a) one-half of our aggregate consolidated net income for the period beginning on January 1, 2011 and ending on
the date of determination and (b) the amount of net cash proceeds received from the sale of capital stock on or
after January 1, 2011 and ending on the date of determination (“Restricted-Payment Basket”). For purposes of the
Restricted Payment Basket calculation, net income represents such amounts per: our consolidated :financial
statements, adjusted to exclude our foreign operations, non-cash interest -expense, non-cash asset impairment
charges, non-cash stock-based :compensation; 'and gains and losses on the redemption of debt. As -of
December 31, 2011, the Restricted Payment Basket totaled $85.0 million. As of December 31 2011, we were.in
compliance with all our financial covenants, including:

" As of Décember 31,

2011
» Required Actual
Senior Secured Adjusted Leverage Ratio . .......... .. .. oo i RN <375 246
Total Adjusted Leverage Ratio ... .........coooiiieiiiinann.s S SO, ' <550 365
Fixed Charge Coverage Ratio . ... . . .. IR PR >135 194

Based upon our current operatmg and financial projections, we beheve that we will remain compliant with
such covenants in the future

Ford Motor Credit Company Faczltty Our FMCC Facility - pr0v1des for the- fmancmg of, and is
collateralizéd: by, our Ford new vehicle inventory, including affiliated :brands. This arrangement provides-for
$150.0 million of floorplan financing and is an evergreen arrangement that may be canceled with 30 days notice
by either party. As of December 31, 2011, we had an outstanding balarce. of $107.6 million, with an available
floorplan capacity of $42.4- million. This facility bears interest at a rate-of Prime plus- 150 basis points minus
certain incentives; however, the. prime rate is defined to:be a minimum of 3.75%.- As of December 31, 2011 and
2010, the interest rate on the FMCC Facility: was 5.25% before considering the applicable incentives.
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Other Credit Facilities. ‘We finance the new, used-and rental vehicle inventories related to our U.K.
operations using a credit facility with BMW Financial Services. This facility is an evergreen arrangement that
may be canceled with notice by either party and bears interest at a base rate, plus a surcharge that varies based
upon the type of vehicle being financed. Dependent upon the type of inventory financed, the interest rates
charged on borrowings outstanding under this facility ranged from 0.2% to 3.5%; as of December 31, 2011.

Financing for rental vehicles is typically obtained directly from the automobile manufacturers, excluding
rental vehicles financed through the Revolving Credit Facility. These financing arrangements generally require
small monthly payments and mature in varying amounts over the next two years. As of December 31, 2011, the
interest rate charged on borrowings related to our rental vehicle fleet ranged from 2.5% to 6.8%. Rental vehicles
are ‘typically moved to used vehicle inventory when they are removed from rental service and repayment of the
borrowmg is required at that time. ‘ :

The following table summarizes the ‘current position of our credit féciliﬁes as of December 3 1,2011:

As of December 31, 2011
: ) “Total S
Credit Facility : v . ) Commitment . Outstanding  Available
) ) (In thousands)
Floorplan Line® . ............ O - $1,100,000  $609,738  $490,262
Acquisition Line® ,..... el e et e s 250,000 - 24,288 225,712
Total Revolving Credit Facility . .......... e 1,350,000 = 634,026 715,974
FMCC Facility ................ e eee.. 150,000 107,587 42,413

Total Credit Facilities® ... .................. Do $1,500,000 $741,613.  $758,387

®) The available balance at Decémber 31, 2011 includes $109.2 million of immediately available funds.
® The outstanding balance of $24.3 million at December 31, 2011 is related to outstanding letters of credit.

® The outstanding balance excludes $48.4 million-of borrewings with manufacturer-afﬁhates for foreign and rental vehicle ﬁnancmg not
associated with any of the Company’s credit facilities. :

For a more detailed discussion of our credit facilities exnstlng as of December 31, 2011, please see Note 11
to our Consolidated Financial Statements, “Credit Facﬂmes

3.00% Notes. In March 2010, we issued $100.0 million aggregate principal amount of 3.00% Notes at par
in a-private offering to'qualified institational buyers pursuant to Rule 144A under the Securities Act. On April 1,
2010, the underwriters of the 3.00% Notes exercised their full over-allotment option, and we issued an additional
$15.0 million aggregate principal amount of 3.00% Notes. The 3.00% Notes bear interest at a rate of 3.00% per
annum until maturity. Interest is payable semiannually in arrears on March 15 and September 15 of each year. If
and when the 3.00% Notes are converted, we will pay cash for the principal amount of each Note and, if
applicable, shares of common stock based on a daily conversion value calculated on a proportionate basis for
each volume weighted average price (“VWAP”) trading day (as defined in the indenture governing the 3.00%
Notes) in the relevant 25 VWAP trading day observation period. In general, as described more fully in the
indenture, converting holders will receive, in respect of each $1,000 principal amount of notes being converted,
the conversion value in cash up to $1,000 and the excess, if any, of the conversion value over $1,000 in shares of
our common stock. The 3.00% Notes mature on March 15, 2020, unless earlier repurchased or converted in
accordance ‘with their terms prior to such date

We may not redeem the 3.00% Notes prior to the maturity date. Holders of the 3.00% Notes may require us
to repurchase all or a portion of the 3.00% Notes on or after September 15, 2019. If we experience specified
types of fundamental changes, holders of 3.00% Notes may require us to repurchase the 3.00% Notes. Any
repurchase of the 3.00% Notes pursuant to this provision will be for cash at a price equal to 100% of the principal
amount of the 3.00% Notes to be repurchased plus any accrued and unpaid interest to, but excluding, the
purchase date. : ‘ »
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The holders of the 3.00% Notes who convert their notes in connection with a change in control, or-in the
event that our common stock ceases-to be listed, as defined in the indenture, dated March 22, 2010, between us
and Wells Fargo Bank, N.A., as Trustee, which governs the 3.00% Notes (“3.00% Notes Indenture”), may be
entitled to a make-whole premium in the form of an increase in the conversion rate. Additionally, if one of these
events were to occur, the holders of the 3.00% Notes may require us to repurchase all or a portion of their notes
ata purchase price equal to 100% of the principal amount of the 3.00% Notes, plus accrued and unpald interest,
if any.

. The 1n1t1a1 conversion rate for the 3.00% Notes was 25.8987 shares of common stock per $1, 000 principal
amount of 3.00% Notes, which was equivalent to an initial conversion price of $38.61 per share. As of
December 31, 2011, the conversion rate was 26.264 shares of common stock per $1,000 principal amount of
3.00% Notes, equivalent to a per share stock price of $38.08, which was reduced as the tesult of our decision to
pay cash dividends in 2011. If any cash dividend or distribution is made to all, or substantially all, holders of our
common stock in the future, the conversion rate will be adjusted based on the formula defined in the 3.00% Notes
Indenture.

The 3.00% Notes are convertible into cash and, if applicable, common stock based on the conversion rate,
subject to adjustment, on the business day preceding September 15, 2019, under the following circumstances:
(1) during any fiscal quarter (and only during such fiscal quarter) beginning after June 30, 2010, if the last
reported sale price of our common stock for at least 20 trading days in the period of 30 consecutive trading days
ending on the last trading day of the immediately preceding fiscal quarter is equal to or more than 130% of the
applicable conversion price per share (or $49.50 as of December 31, 2011); (2). during the five. business day
period after any ten consecutive trading day period in which the trading price per $1,000 principal amount of
3.00% Notes for each day of the ten day trading period was less than 98% of the product of the last reported sale
price of our common stock and the conversion rate of the 3.00% Notes on that day; and (3) upon the occurrence
of specified corporate transactions set forth in the 3.00% Notes Indenture. Upon conversion, a holder will receive
an amount in cash and common shares of our common stock, determined in the manner set forth in the 3.00%
Notes Indenture. None of the conversion features of our 3.00% Notes were triggered in 2011.

The net proceeds from the issuance of the 3.00% Notes were used to-redeem our then outstanding 8.25%
Notes, which were called on March 22, 2010 for redemption on April 22, 2010 at a redemption price of 102.75%
plus accrued interest, and to pay the. $16.6 million net cost of the convertible note hedge transactions (after such
costs is partially offset by the proceeds from the sale of the warrant transactions described below in — Uses of
Liquidity and Capital Resources). Debt issue costs and underwriters’ fees totaled $4.0 million, a portion of which
was recorded in Other Assets in the Consolidated Balance Sheet, and are being amortized over a period of ten
years, using the effective interest method. The remainder was recognized as a reduction of Addmonal Paid-In
Capital in the Consolidated Balance Sheet. :

The 3.00% Notes rank equal in right of payment to all of our other existing and future senior indebtedness.
The 3.00% Notes are not guéranteed by any of our subsidiaries and, accordingly, are structurally subordinated to
all of the indebtedness and other liabilities of our subs1d1arles The 3.00% Notes will also be effectively
subordinated to all of our secured indebtedness. For 4 more detalled discussion of the 3.00% Notes see Note 12,
“Long-term Debt.”

2.25% Notes. On June 26, 2006, we issued $287.5 million aggregate principal amount of the 2.25% Notes
at par in a private offering to qualified institutional buyers under Rule 144A under the Securities Act. The
2.25% Notes bear interest at a rate of 2.25% per year -until June 15, 2016, and at a rate of 2.00% per year
thereafter. Interest on the 2.25% Notes is payable semiannually in arrears in cash on June 15th and
December 15th of each year. The 2.25% Notes mature on June 15, 2036, unless earher converted, redeemed or
repurchased.

On or after June 20 2011, but prior to June 15, 2016, we may redeem- all or part of the 2. 25% Notes if the
last reported sale price of our common stock is greater. than. or equal to 130%:of the conversion price then in
effect for at least 20 trading days within a period of 30 consecutive trading days ending on the trading day prior
to the date on which we mail the redemption notice. On or after June 15, 2016, we may redeem all or part of the
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2.25% Notes at any time. Any redemption of the 2.25% Notes will be for cash at 100% of the principal amount
of the 2.25% Notes to be redeemed, plus acerued and unpaid interest to,:but excluding, the redemption date.
Holders of the 2.25% Notes may require us to repurchase all or:a portion of the 2.25% Notes on each of June 15,
2016 and June 15, 2026. In addition, if we experience specified types of fundamental changes, holders of the
2.25%: Notes.may require us to repurchase the 2.25% Notes. Any repurchase of the 2.25% Notes pursuant to
these provisions will be for cash at a price equal to 100% of the principal amount of the 2.25% Notes to be
repurchased plus any accrued and unpaid interest to, but excluding, the purchase date. .

The holders of the 2.25% Notes who convert their notes-in connection with a change in control, or in the
event that our common stock ceases to be listed, as defined in the indenture for the 2.25% Notes (“2.25% Notes
Indenture”), may be entitled to a make-whole premium-in the form of an‘increase in the conversion rate.
Additionally, if one of these events were to occur, the holders of the 2.25% Notes may require-us to purchase all
or a portion of their notes at a purchase price equal to 100% of the principal amount of the 2.25% Notes, plus
accrued and unpaid interest, if any. ‘ : . ‘

The 2.25% Notes are convertible into cash and, if apphcable common stock based on an initial conversion
rate of 16.8267 shares of common stock per $1,000 prin¢ipal amount of the 2.25% Notes (which is ‘equal to an
initial conversion price of approximately $59.43 per common share) subject to adjustment, including a quarterly
cash dividend in excess of $0.14 per share, under the following circumstances: (1) during any calendar quarter
{and only during such calendar quarter) beginning after Septeiber 30,:2006, if the closing price of our common
stock for at' least 20 trading days in the 30 consecutive trading days ending on the last trading day of ‘the
immediately preceding calendar quarter is equal.to or more than 130% of the applicable conversion price per
share (such threshold closing price initially being $77.26); (2) during the five business day. period after any ten
consecutive trading day period in which the trading price per 2.25% Note for each day of the.ten day trading
period was less than 98% of the product. of the closing sale price of our common stock and the conversion rate of
the 2.25% Notes; (3) upon the occurrence of specified corporate transactions set forth in the 2.25% Notes
Indenture; and (4) if we call the 2.25% Notes for redemption. Upon conversion, a holder will receive an amount
in cash and common shares of our common stock, determined in the. ~manner set forth in the 2. 25% Notes
Indenture. Upon any conyersion of the 2. 25% Notes, we will deliver.to converting holders a settlement amount
comprised of cash and, if applicable, shares of our common stock, based on a conversion value determined by
multiplying the then applicable conversion rate by a volume weighted price of our common stock on each ttading
day in a specified 25 trading day observation period. In general, as describéd more fully in the 2.25% Notes
Indenture, converting holders will receive, in respect of each $1,000 principal amount of notes being converted,
the conversion value in cash up to: $1 000 and the excess, if any, of the conversion value over $1 000 in shares of
our common stock.'None of the conversmn features of our 2.25% Notes were mggered in 2011

The net proceeds from the issuance of the 2 25 % Notes were used to repay borrowmgs under the Floorplan
Line 'of ‘our Credit Facility; to repurchase 933,800 shares of our common stock for appr0x1mately $50.0 million;
and to pay ‘the $35.7 million net cost of the purchased options and warrant transactions descrlbed below in “Uses
of Liquidity and Capital Resources.” The underwriter’s fee, ongrnally recorded as a reduction of the 2.25% Notes
balance, totaled $6.4 million, is being amortized over a period of ten years (the point at which the holders can
first require us to redeem the 2.25% Notes). The amount to be amortized each period is calculated using the
effective interest method. Debt issuance costs, originally recorded in Other Assets on our Consolidated Balance
Sheets, totaled $0.3 million and are also being amortized over a period of ten years using the effective interest
method. The adoption and retrospective application of accounting: guidance. that. was effective on January 1,
2009, required an entity to separately account for the liability and equity component of a-convertible debt
instrument in a manner that reflects the issuer’s economic interest cost. As a.result, a portion of the underwriter’s
fees-and debt issuance costs was reclassified as Additional Paid-In Capital in our Consolidated Balance Sheet.

The net proceeds from the issuance of the 2.25% Notes wete used to repay borrowings under the Floorplan
Line of our Credit Facility; to repurchase 933,800 shares of our commion stock for approximately $50.0 million;
and to pay the $35.7 million net cost of the purchased options and warrant transactions described below in “Uses
of Liquidity and Capital Resources.” Underwriter’s fee, originally recorded as a reduction of the 2.25% Notes
balance, totaled $6.4 million and are being amortized over a period of ten years (the point at which the holders
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can first require us to redeem the 2.25% Notes). The amount to be amortized each period is calculated using the
effective interest method. Debt issuance costs, originally recorded in Other Assets on our Consolidated Balance
Sheets, totaled $0.3 million and are also: being amortized over a period of ten years using the effective interest
method. The adoption and retrospective application of accounting guidance that was effective on January 1,
2009, required an entity to separately account for the liability and equity component of a convertible debt
instrument in-a manner that reflects the issuer’s economic interest cost. As a resuit, a portion of the underwriter’s
fees and debt issuance costs was reclassified as. Additional Paid-In Capital in our Consolidated Balance Sheet.

The 2.25% Notes rank equal in right of payment to-all of our other existing and future senior indebtedness.
The 2.25%. Notes are not guaranteed by-any of our subsidiaries and, accordingly, are structurally subordinated to
all of the indebtedness and other- liabilities of..our subsidiaries. For a more detailed discussion of these notes
please see Note 12 to.our Consolidated Financial Statements, “Long-term Debt.”

Real Estate Credit Facility. -On December 29, 2010, we amended and restated the $235 0 million five-year
real estate credit facility with Bank of America, N.A. and Comerica Bank, the two remaining participants in the
facility.  As amended and restated, the Mortgage Facility is no longer a revolving credit facility. Rather, it
provides -for $42.6 million of term loans, with the right to expand to $75.0 million of term loans provided that
(i) no default or event of default exists under the Mortgage Facility, (ii) we obtain commitments from the lenders
who would qualify as assignees for such increased amounts and, (iii) certain other agreed upon terms and
conditions have been satisfied. The Mortgage Facility is guaranteed by us and essentially all of our existing and
future direct and indirect domestic subsidiaries. Each loan is secured by the relevant real property (and
improvements related thereto) that is mortgaged under the Mortgage Facility.

-The interest rate is equal to (i) the per annum rate equal to one-month LIBOR plus 3.00% per annum,
determined on the first day of each month, or (ii) 1.95% per annum in excess of the higher of (a) the Bank of
Ametica’ prlme rate (adjusted daily on the day specified in the public announcement of such price rate), (b) the
Federal Funds Rate adjusted daily, plus 0.5% or (c) the per annum rate equal to one-month LIBOR plus
1.05% per annum. The Federal Funds Rate is ‘the weighted average of the rates on overnight Federal funds
transactions with members of the Federal Reserve System arranged by Federal funds brokers on such ‘day, as
pubhshed by the Federal Reserve Bank of New York on the business day succeeding such day.

‘We are requlred to make quarterly principal payments equal to 1.25% of the principal amount outstanding
beginning in April 2011 and are required to repay the aggregate principal amount outstanding on the maturity
date, which is December 29, 2015. During the year ended December 31, 2011, we made principal payments of
$1.6 million on outstandmg borrowings from the Mortgage Facility. As of December 31, 2011, borrowings under
the amended and restated Mortgage Facxhty totaled $41.0 million, with $2,1 million recorded as a current
matunty of long-term debt in the accompanying Consolldated Balance Sheet.

The Mortgage Fac111ty also contains usual and customary provisions limiting our ab111ty to engage in certain
transactlons 1nc1ud1ng limitations on our ability to incur additional debt, additional liens, make investments, and
pay distributions to our stockholders. In addition, effective December 31, 2011, the Mortgage Facility was amended
to require cerj[ajn financial covenants that are identical to those contained in our Revolving Credit Facility.

Real Estate Related Dgbt. We have entered into separate term mortgage loans with three of our
manufacturer-affiliated -finance partners, TMCC, MBFS, BMWEFS and a third party financial institution
(collectively, “Real Estate Notes”). The Real Estate Notes' may be expanded for borrowings related to specific
buildings and/or properties and are guaranteed by us. Each loan was made in connection with, and is secured by
mortgage liens on the relevant real property owned by us that is mortgaged under the Real Estate Notes. The Real
Estdte Notes bear interest at fixed rates between 4.62% and 5.47%, and at variable indexed rates plus between
2.25% and 3.35% per annum. During the first three months of 2011, the loan agreements with TMCC were
amended to also be cross-defaulted with the Revolving Credit Facility. At December 31, 2011, the aggregate
outstanding balance under these Real Estate Notes was $173.0 million.

Redemption of 8.25% Notes. .. During 2010, we completed the redemptlon of all of our then outstanding
8.25% Notes. Total cash used.in completing :the redemptlon excluding’ accrued interest of $0 8 million, was
$77.0 million.- v -
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Redemption -of 2.25% Notes. During 2009, we repurchased $41.7 million par - value .of outstanding
225% Notes ‘for-$20.9: million- in cash, excluding accrued interest ‘of $0.2 million, and realized a gam of
$8.7 mllhon, net of $12.6 million of write-offs related to debt-cost and discounts. -

Moﬂgage Faczlzty Actzvzty Durmg 2010 we pald $150.1 ‘million in principal payments against the
Mortgage Facility, including $116.4 million associated with the refinancing of the Mortgage Facility.

Purchase of Convertible Note Hedge. 1In connection with the issuance of the 3.00% Notes during 2010, we
purchased ten-year call options on our common stock (“3.00% Purchased Options”). Under the terms of the
3.00% Purchased Options, which become exercisable upon conversion of the 3.00% Notes, we have the right to
purchase a total of 3.0 million shares of our.common stock at. the- cbnversion price then in effect. The exercise
price is subject to certain adjustments that mirror the adjustments to the conversion price of the 3.00% Notes
(including payment of cash dividends). As of Pecember 31, 2011, the conversion price was $38. 08. The total
cost of the 3.00% Purchased Options was $45.9 million. The future income-tax deductions relating to the cost of
the 3.00% Purchased Options will result in a tax benefit of approximately $17.2 million. The 3. 00% Purchased
Options have the economic benefit of decreasing the d11ut1ve effect of the 3. 00% Notes.

In addition to the purchase of the 3.00% Purchased Options, we sold warrants in separate transactions
(“3. 00% Warrants™). These 3.00% Warrants have a ten- -year term and enable the holders to acquire shares of our
common stock from us. The 3.00% Warrants are exercisable for a maximum of 3.0 million shares of our
common stock at the conversion price then in effect. The exercise price is subject to adjustment for quarterly
dividends, liquidation, bankruptcy, or a change in control of us and other conditions, including a failure by us to
deliver registered securities to the purchasers upon exercise. Subject to these adjustments, the maximum amount
of shares of our common stock that could be required to be issued under the 3.00% Warrants is. 5.3 million
shares. On exercise of the 3.00% Warrants, we will settle the difference between the then market price and the
strike price of the 3.00% Warrants in shares of our common stock. The proceeds from the sale of the 3.00%
Warrants were $29.3 million, which was recorded as an’increase to additional pa1d—1n cap1tal in the
accompanying Consolidated Balance Sheet at December 31, 2010. As a result of our decision to pay cash
dividend in 2011, the exercise price of the 3.00% Warrants was $55.95 as of December 31, 2011, and the
maximum number of shares issuable under the 3.00% Warrants did not materially change. If any cash dividend
or distribution is made to all, or substantially all, holders of our common stock in the future, the conversion rate
will be adjusted based on the formula deﬁned in the 3.00% N otes Indenture.

The 3.00% Purchased Options and 3. 00% Warrants were-designed to increase the conversion price per share
of our common stock, and, therefore, mitigate the potential dilution of our common stock upon conversion of the
3.00% Notes, if any. As of December 31, 2011, the impact of the 3.00% Purchased Options and 3 00% Warrants
increased the conversion pnce of our common stock from $38 08 to $55.95.

No shares of our common stock have been issued or: recelved under the 3.00% Purchased Opnons or the
3.00% Warrants.
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For diluted earnings-per-share calculations, we are required to include the dilutive effect, if applicable, of
the net shares issuable under the 3.00% Notes. and the 3.00% Warrants .as depicted in the table below under the
heading “Potential Dilutive Shares.” Although the 3.00% .Purchased Options have the economic benefit of
decreasing the dilutive effect of the 3.00% Notes, for EPS purposes we cannot factor this benefit into our dilutive
shares outstanding as their impact would be anti-dilutive. As of December 31, 2011, changes in the average price
of our common stock will impact the share settlement of 3.00% Notes, the 3.00% Purchased Optlons and the
3.00% Warrants as illustrated below: » ; .

Shares

Net Share Entitlement Issuable ‘
Shares Issuable © Under the 3.00% Under ' Potential
Company Under the 3.00%. Purchased : the 3.00% . Net Issuable Dilutive
Stock Price - Notes Optiouns Warrants “Shares = Shares
‘ o (Shares in thousands) )

$37.50 | — - — - —
$40.00 145 - (145) - — 145
$42.50 , 314 (314) — — 314
$4500 465 O (465) —= — 465
$47.50 599 (599) — — 599
$5000 - - 720 , (120) — — 720
$52.50 830 . (830) - — 830
“$55.00 929 o (929) — — 929
$57.50 -~ 1,020 ©(1,020) 82 82 1,102
1$60.00 1,104 C(1,104) 204 204 1,308
$62.50 1,180 (1,180) 317 317 1,497
$65.00 1,251 (1,251) 421 421 1,672
'$67.50 . 1,317 (1,317) 517 C51T 1,834
$70.00 1377 C(1,377) 606 606 1,983
$7250 - 1434 (1434 690 - 690 2,124
$75.00 1,487 " (1,487) 767 767 2,254
$77.50 1,536 -~ (1,536) 840 840 2,376
1$80.00 - 1,583 © (1,583 908 - 908 2,491
$82.50° 1,626 620 92 912 2,598
$85.00 1,667 C(1,667) 1,032 1,032 2,699
$87.50 1,706 1,706) 1,089 1,089 2,795
$90.00 1,743 (1,743) 1,143 1,143 2,886
$92.50 1,777 (1,777) 1,194 1,194 2,971
$95.00 1,810 (1,810) 1,242 1,242 3,052
$97.50 1,841 (1,841) 1,287 1,287 3,128
$100.00 1,870 (1,870) 1,331 1,331 3,201

In connection with the issuance of the 2.25% Notes in 2006, we purchased ten-year call options on our
common stock (“2.25% Purchased Options™). Under the terms of the 2.25% Purchased Options, which become
exercisable upon conversion of the 2.25% Notes, we have the right to purchase a total of approximately
4.8 million shares of our common stock at an initial purchase price of $59.43 per share, subject to adjustment for
quarterly dividends in excess of $0.14 per common share. The total cost of the 2.25% Purchased Options was
$116.3 million. The cost of the 2.25% Purchased Options results in future income-tax deductions that we expect
will total approximately $43.6 million. ~
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In addition to the purchase of the 2.25% Purchased Options, we sold warrants in separate transactions
(“2.25% Warrants™). These.2.25% Warrants have a ten-year term and enable the holders to acquire shares of our
common stock. from us. The 2.25% Warrants are exercisable for a-maximum of 4.8 million shares of our
common stock at an exercise price of $80.31 per share, subject to adjustment for quarterly dividends in excess of
$0.14 per common share, liquidation, bankruptcy, or a change in-control of our ‘company and other conditions.
Subject to these adjustments, the maximum amount of shares of our common stock that could be required to be
issued under the 2.25% Warrants is 9.7 million shares. The proceeds from the sale of the 2.25% Warrants were
$80 6 million. . , .o ,

The 2.25% Purchased Option and 2.25% Warrant transactlons were des1gned to increase the initial
conversion price per share of our common stock from $59.43 to $80.31 (a 50% premium to the closing price of
our common stock on the date that the 2.25% Notes were priced to investors) and, therefore, mltlgate the
potential dilution of our common stock upon conversion of the 2.25% Notes, if any.

No shares of our common stock have been issued or recelved under the 2.25% Purchased Optlons or the
2.25% Warrants. ~ :

Stock Issuances. No shares of our common stock have been issued or recelved urider the 2.25% Purchase
Options or the 2.25% Warrants. For dilutive earmngs ‘per-share calculations, we are required to 1nc]ude the
dilutive effect, if applicable, of the net shares 1ssuab1e under the 2.25% Notes and the 2.25% Warrants as
depicted in the table below under the heading “Potential Dilutive Shares.” Although the 2.25% Purchased
Options have the economic benefit of decreasing the dilutive effect of the 2.25% Notes, for EPS purposes we
cannot factor this benefit into our dilutive shares outstanding as their i impact would be anti-dilutive. Based on the
outstanding principal amount of our 2.25% Notes of $182.8 million at December 31, 2011, changes in the
average price of our common stock will impact the share settlement of the 2.25% Notes, the 2.25% Purchased
Options and the 2.25% Warrants as illustrated below:

Net Shares Share Entitlement Iggl:;lilse Potential
Company Issuable Under the Under the 2.25% Under the 2.25% Net Issuable Dilutive
Stock Price 2.25% Notes Purchased Options Warrants Shares Shares
(Shares in thousands)
$57.00 — — — — —
$59.50 4 4 — — 4
$62.00 127 127) — — 127
$64.50 242 (242) — — 242
$67.00 347 (347) — — 347
$69.50 446 (446) — —_ 446
$72.00 537 (537) — — 537
' $74.50 622 (622) — — 622
$77.00 702 (702) — — 702
$79.50 776 (776) — — 776
$82.00 846 (846) 63 63 909
$84.50 - 912 912) 152 152 1,064
$87.00 974 974) 236 236 1,210
$89.50 1,033 (1,033) 316 316 1,349
$92.00 1,089 (1,089) 391 391 - 1,480
$94.50 1,141 (1,141) 462 462 1,603
$97.00 1,191 (1,191) 529 529 1,720
$99.50 1,238 (1,238) 593 593 1,831
$102.00 1,283 (1,283) : 654 654 1,937
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Stock Repurchases. From time to time, our Board of Directors authorizes us to repurchase shares of our
common stock, subject to. the restrictions of various debt agreements and our judgment. In August 2011, we
completed the Board of Directors approved July 2010 authorization to repurchase up to an additional $25.0
million of our common stock. Also in August 2011, our Board of Directors authorized the repurchase of up to
$50.0 million of our common shares. Under the August 2011 authorization, we have repurchased 891,854 shares
at an average price of $37.30 for a cost of $33.3 million, leaving $16.7 million of authorized repurchases
available. In total, for 2011, 1.4 million shares were repurchased at an average price of $37.36 per share, for a
total of $50.8 million. Future repurchases are subject to the discretion of our Board of Directors after considering
our results of operations, financial condition, cash flows, capital requirements, existing debt covenants, outlook
for our business, general business conditions and other factors.

Dividends. The payment of dividends is subject to ‘the discretion of our Board of Directors after
considering the results of operations, financial condition, cash flows, capital requirements, outlook for our
business, general business conditions, the political and legislative environments and other factors.

Further, we are limited under the terms of the Credit Facility and Mortgage Facility in our ability to make
cash dividend payments to our stockholders and to repurchase shares of our outstanding common stock, based
primarily on our quarterly net income or loss. As of December 31, 2011, the Restricted Payment Basket under
both facilities was $85.0 million and will increase in the future periods by 50.0% of our cumulative net income,
as well as the net proceeds from stock option exercises, and decrease by subsequent payments for cash dividends
and share repurchases. " '
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Off-Balance Sheet Arrangements
We do not have any off-balance sheet érrangements as defined by Item 303(a)(4)(ii) of Regulation S-K.

Contractual Obligations

The following is a summary of our contractual obligations as of December 31, 2011:

_ » Paymeqts Due by Period
Contractual Obligations Total <1 Year, 1-3 Years  3-5Years Thereafter
) . . . (In thousands) ‘

Floorplan notes payable ................. $ 765,718 $765,718 $ — § — 3 —
Estimated interest payments on ﬂoorplan

notes payable®™ . ... ....... e e 102,902 - 2,902 = — —
Long-term debt obligations® . ....... e 482,256 12,472 58,621 111,403 299,760
Estimated interest payments on ﬁxed rate o : :

long-term debt obligations® . .......:.. 173,896 15,206 . 29,195 27,131 102,364
Estimated interest payments on variable-rate : : ~ s

long-term debt obligations™® ........... 13,336 3,390 5,990 3,396 560
Capital Jease obligations . ................ 39,295 2,191 74,908 5572 26,624
Estimated interest on capital lease , /

obligations ....................... .o 34347 3,632 6,738 . 5905 18,072
Operating lease obligations ............. . 276,881 46,223 78,249 60,522 91,887
Interest rate risk management obligations . .. 34,039 7,273 — 18,441 8,325
Estimated interest payments on interest rate o C ‘

risk management obligations ........... 52,713 10,659 17,147 17,158 7,749
Purchase commitments® . ............... 8,010 5,337 1,909 764 —_

Total ......... e e .. $1,883,393 $875,003 $202,757 $250,292 $555,341

M Calculated using the floorplan balance and weighted average interest rate at December 31, 2011, and the assumption that these liabilities
would be settied within 60 days, which approximates our weighted average inventory days outstanding, as well as commitment fees.

@ Includes $24.3 million of outstanding letters of credit associated with the Acquisition Line of our Revolving Credit Facility due 2012.

® Includes our 3.00% Notes due 2020, 2.25% Convertible Notes due 2036 and other real estate related debt. . - )

@ Includes commitment fees and interest on letters of credit associated with the Acquisition Line of our Revolving Credit Facility due 2012,
and estimated interest on our Foreign Note and other real estate related debt.

® Includes IT commitments and other.

We, acting through our subsidiaries, are the lessee under many real estate leases that provide for our use of
the respective dealership premises. Generally, our real estate and facility leases have 30-year total terms with
initial terms’ of 15 years and three additional five-year terms, at our option. Pursuant to these leases, our
subsidiaries generally agree to indemnify the lessor and other parties from certain liabilities arising as a result of
the use of the leased premises, including environmental liabilities, or a breach of the lease by the lessee.
Additionally, from time to time, we enter into agreements in connection with the sale of assets or businesses in
which we agree to indemnify the purchaser, or other parties, from certain liabilities or costs arising in connection
with the assets or business. Also, in the ordinary course of business in connection with purchases. or sales of
goods and services, we enter into agreements that may contain indemnification provisions. In the event that an
indemnification claim is asserted, liability would be limited by the terms of the applicable agreement.

From time to time, primarily in connection with dealership dispositions, we assign or sublet to the
dealership purchaser our interests in any real property leases associated with such dealerships. In general, we
retain responsibility for the performance of certain obligations under such leases to the extent that the assignee or
sublessee does not perform, whether such performance is required prior to or following the assignment or
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subletting of the lease. Additionally, we generally remain subject to the terms of any guarantees. made by us in
connection with such leases. Although we generally have indemnification rights against the assignee or sublessee
in the event of non-performance under these leases, as well as certain defenses, and we presently have no reason
to believe that we will be called on to perform under any such assigned leases or subleases, we estimate that
lessee rental payment obligations during the remaining terms of these leases are approximately $20.6 million as
of December 31, 2011. Our exposure under these leases is difficult to estimate-and there can be no assurance that
any performance by us required under these leases would not have a material adverse effect on our business,
financial condition and cash flows. Wé may be-called on to perform other obligations under these leases, such as
environmental remediation of the leased premises or repair of the leased premises upon termination of the lease.
However, we presently have no réason to beheve that we will be called on to so perform and such obligations
cannot be quantified at this time.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to a variety of market risks, including interest rate risk, and foreign currency exchange rate
risk. We address these risks through a program of risk management which includes the use of derivative
instruments. The following quantitative and qualitative information is provided about financial instruments to
which we are a party at December 31, 2011, and from which we may incur future gains or losses from changes in
market interest rates and foreign currency exchange rates. We do not enter into derivative or other financial
instruments for speculative or trading purposes.

Hypothetical changes in interest rates and foreign currency exchange rates chosen for the following
estimated sensitivity analysis are considered to be reasonable near-term changes generally based on consideration
of past fluctuations for each risk category. However, since it is not possible to accurately predict future changes
in interest rate .and foreign currency exchange rates, these hypothetical changes may not necessarily be an
indicator of probable future fluctuations.

The followmg information about our market-sensitive financial instruments constitutes a “forward-looking
staterment.”

Interest Rates. 'We have interest rate risk in our variable-rate debt obligations. Our policy is to monitor the
effects of market changes in interest rates and manage our interest rate exposure through the use of a combination
of fixed and floating-rate debt and interest rate swaps,

As of December 31, 2011, the outstanding principal amounts of our 2.25% Notes and 3.00% Notes totaled
$182.8 million and $115.0 million, respectively, and had fair values of $192.3 million and $170.6 million,
respectively. The carrying amounts of our 2.25% Notes and 3.00% Notes were $145.0 million and $77.4 million,
respectively, at December 31, 2011. :

As of December 31, 2011, we had $724.7 million of variable-rate floorplan borrowings outstanding,
$41.0 million of variable-rate Mortgage Facility borrowings outstanding, and $48.2 million of other variable-rate
veal estate related borrowings. outstanding. -Based on the aggregate amount of variable rate borrowings
outstanding as of December 31, 2011, and before the impact of our interest rate swaps described below, a
100 basis-point change in interest rates would have resulted in an approximate $8.1 million change to our annual
interest expense. After consideration of the interest rate swaps described below, a 100 basis-point change would
have yielded a net annual change of $5.1 million in annual interest expense based on the variable rate borrowings
outstanding. as of December 31, 2011. This interest rate sensitivity increased from 2010 primarily as a result of
the increase in variable rate borrowings. :

“Our exposure to changes in interest rates with respect to our variable-rate floorplan borrowings is partially
mitigated by manufacturers’ interest assistance, which in some cases is influenced by changes in market based
variable interest rates. We reflect interest assistance as a reduction of new vehicle inventory cost until the
associated vehicle is sold. During the years ended December 31, 2011 and December 31, 2010, we recognized
$26.1 million and $24.0 million of interest assistance as a reduction of new vehicle cost of sales, respectively.
For the past three years, the reduction to our new vehicle cost of sales has ranged from 50.6% of our floorplan
interest expense in the first quarter of 2009 to 98.2% in the fourth quarter of 2011. Although we can provide no
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assurance as to the amount of future interest assistance, it is our expectation, based -on historical data: that an
mcrease in prevailing interest rates would result in increased assistance from certain manufacturers.

We use interest rate swaps to adjust our-exposure to interest rate-movements, when appropriate, based upon
market conditions. As of December 31, 2011, we held interest rate swaps with aggregate notional amounts of
$300.0 million that fixed our underlying one-month LIBOR at a weighted average rate of 4.3%. In addition,
during 2011, we entered into 19 additional interest rate swaps with forward start dates between’ Angust- 2012 and
September 2015 and expiration dates between August 2015 and December 2018. As of December 31, 2011, the
aggregite notional value of these 19 forward—starung swaps was $625.0 million and the weighted average mterest
rate of these swaps was 2. 9%. These hedge instruments are designed to convert floating rate vehrcle f[oorplan
payables under our Revolving Credit Facility and varrable rate Mortgage Facrhty borrowmgs to fixed rate debt
We entered into these swaps with financial 1nst1tut10ns that have investment grade credit ratings, thereby
minimizing the risk of credit loss. We reflect the current fair value of all derivatives on our Consolidated. B;alance
Sheets. The fair value of interest rate swaps is impacted by the forward one-month TIBOR ciirve and the length
of time to maturity of the swap contracts. The related ‘gains- or- losses-on these transactions-are: deferred in
stockholders’ equity as a component of accumulated other comprehensive loss. As of December-31, 2011, net
unrealized losses, net of income taxes, totaled $21.3 million. These deferred gains and losses are recognized in
income in the period in which the related items bemg hedged are recogmzed in expense. However, to the extent
that the change in value of a derivative contract does not perfectly offset the change in the value of the items
being hedged, the ineffective portion is immediately recognized in income. All of our interest rate hedges are
designated as cash flow hedges. As of December 31, 2011, all of our derivative contracts were determined to be
effective. A 100 basis-point change in the interest rates: of our swaps would have resulted in a $3 O million
change to our interest expense for the year.ended December 31, 201%. R e,

Foreign Currency Exchange Rates. - As of December 31, 2011, we had dealership operations in. the UK.,
which expose us to foreign currency exchange rate risk. The functional currency of our UK. subsidiaries is the
Pound Sterling. We intend to remain permanently invested in these foreign operations and, as such, do not hedge
against foreign currency fluctuations that may impact our investment in our U.K. subsidiaries. If we change;our
intent with respect to such international investment, we would expect to implement strategies designed to. manage
those risks in an effort to mitigate the effect of foreign currency fluctuations on our eamings and cash flows. A
10% change in average exchange rates for the Pound Sterling versus ‘the U S “dollar would have resulted in a
$29. 0 million change to our revenues for the year ended December 31, 2011

Item 8. FlnanclalfStatements and Supplementary Data’

-See our Consolldated Fmanmal Statements begmmng on page F-1 for-the mformauon required by this Itern

Item 9. . Changes in and Dlsagreements Wlth Accountants on Accountmg and Fmanclal Dlsclosure

- None.

Item 9A. Controls and Procedur'es;-
Evaluation of Disclosure Controls and Procedures o L

As required by Rule 13a-15(b) under the Exchange Act, we have evaluated, under the supervision and with
the participation of our management, including our principal executive officer and principal financial officer, the
effectiveness of the design and operation of our disclosure controls and procedures (as defined in Rules 13a-15(e)
or 15d-15(e) under the Exchange Act) as of the end of the period covered by this Form 10-K. Our disclosure
controls and procedures are designed to provide reasonable assurance that the information required to be
disclosed by us in reports that we file or submit under the Exchange Act is accumulated and communicated to our
management, including our principal executive officer and principal financial officer, as appropriate, to allow
timely decisions regarding required disclosure and is recorded, processed, summarized and reported within the
time periods specified in the rules and forms of the SEC. Based upon this evaluation, our principal executive
officer and principal financial officer concluded that our disclosure controls and procedures were effective as of
December 31, 2011 at the reasonable assurance level.
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Changes in Internal Control over Financial Reporting

During the three months ended December 31, 2011, there was no change in our 'sysiem of internal control
over financial reporting (as defined in Rules 13a-15(f) or 15d-15(f) under the Exchange Act) that has materially
affected or is reasonably hkely to matenally affect, our internal control over financial reporting.

Management’s ‘Annual Report on Internal Control over Financial Reportmg

~ Our management is respons1ble for establishing and maintaining adequate internal control over financial
reportmg (as defined in Rules 13a-15(f) or 15d-15(f) under the Exchange Act). Our internal control over ﬁnanmal
repomng is a process designed by management, under the supervision of our principal executive officer and
principal financial officer, to provide reasonable assurance regarding the rehablhty of financial repomng and the
preparatxon of financial statements for external purposes in accordance with accounting pnncxples generally
accepted in the U S., and mcludes those policies and procedures that:

. . "(i) pertain-to the maintenance of records that in reasonable detail accurately and falrly reﬂect the
transactions and dispositions of our assets; »

- (i) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
ﬁnanc1al statements in accordance with accounting principles generally accepted in the U.S., and that our
recelpts and expendltures are being made only in accordance w1th authorizations of management and our
d1rectors and

(iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquxsltlon
use or disposition of our assets that could have a material effect on our Consolidated Financial Statements. -

" “Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls 'may become inadequate’ because of changes in conditions, or that the degree of compliance with the
policies and procedures may deteriorate. Accordingly, even effective internal control over financial reportmg can
only prov1de reasonable assurance of ach1evmg their control obJectwes

Our management, under the superv131on and with the partlc1pat10n of our principal executive ofﬂcer and
principal financial officer, assessed the effectiveness of our internal control over financial reporting as of
December 31, 2011. In making this assessment, management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in Internal.Control-Integrated Framework.-...

. Based on our evaluation under the framework in Interrial Control-Integrated Framework,; our management
concluded that, as of December 31, 2011, our internal control over financial reporting was effective.

Ernst & Young LLP the indeépendent reg1stered accounting firm who audited the Consolidated Fmancml
Statements included in this Form 10-K, has issued an attestation report on our internal control over financial
reporting. This report, dated February 10, 2012, appears on the following page.

Item 9B. Other Information 5 : i

None:
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Stockholders of Group 1 Automotive, Inc. '

We have audited Group 1 Automotive, Inc. and subsidiaries’ internal control over financial reporting as of
December 31, 2011, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). Group 1 Automotive,
Inc. and subsidiaries’ management is responsible for maintaining effective internal control over financial
reporting, and for its assessment of the effectiveness of internal control over financial reporting included in the
accompanying Management’s Annual Report on Internal Control over Financial Reporting. Our responsibility is
to express an opinion on the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was mamtamed in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk, and performing such other procedures as we cons1dered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial staternents in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors -of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitaﬁons, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the’ risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, Group 1 Automotive, Inc. and subsidiaries maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2011, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Group 1 Automotive, Inc. and subsidiaries as of December 31,
2011 and 2010, and the related consolidated statements of operations, comprehensive income, stockholders’
equity, and cash flows for each of the three years in the period ended December 31, 2011 of Group 1
Automotive, Inc. and subsidiaries and our report dated February 10, 2012 expressed an unqualified opinion
thereon.

/s/ Ernst & Young LLP

Houston, Texas
February 10, 2012
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PART Il

Item 10. Directors, Executive Officers and Corporate Governance
Executive Officers

- The information contained under Part I, “Business — Executive Officers” is incorporated by reference
into this Itein 10.

Directors
John L. Adams

Mr. Adams has served as non-executive Chairman of the Board since April 2005 and as one of our
directors since November 1999. Mr. Adams served as Executive Vice President of Trinity Industries, Inc.,
one of North America’s largest manufacturers of transportation, construction and industrial products, from
January 1999 through June 2005. He served as Vice Chairman of Trinity Industries from July 2005 through
March 2007. Before joining Trinity Industries, Mr. Adams spent 25 years in various positions with Texas
Commerce Bank N.A. and its successor, Chase Bank of Texas, National Association. From 1997 to 1998,
Mr. Adams was Chairman, President and Chief Executive Officer of Chase Bank of Texas. Mr. Adams
serves on the Board of Directors and is Chairman of the Finance and Risk Management Committee of
Trinity Industries, Inc. and on the Board and Audit Committee of Dr. Pepper Snapple Group, Inc., a
refreshment beverage business. Mr. Adams also serves on the Board of Directors of the Children’s Medical
Center of Dallas, as a Trustee of The American Heart Association — Dallas, and on the University of Texas
Chancellor’s Council and Business School Advisory Board. :

Earl J. Hesterberg
- Mr. Hesterberg s biographical information may be found in part 1 “Item 1. Business.”

Louis E. Lataif

Mr. Lataif has served as one of our directors since August 2002. He served as Dean of the School of
Management at Boston University from 1991 until 2010 following a distinguished 27-year career with Ford
Motor Company, a global manufacturer and distributor of cars, trucks and automotive parts. While at Ford,

~ he was named General Manager of Ford Division and elected a corporate Vice President, then Ford’s

youngest officer, and served as President, Ford of Europe from 1988 to 1991. Mr. Lataif serves on the Board
of Directors, the Compensation Committee and the Nominating Committee of Magna International Inc., a
global automotive supplier, and on the Board of Directors and the Audit Committee of Abiomed, Inc., a
manufacturer and marketer of heart assist and replacement systems. He is a member of the Board of
Directors of Interaudi Bank, an FDIC insured bank providing personal, commercial and asset management
banking services to both U.S. and foreign clients. Mr. Lataif is also a member of the Board of Trustees of
the Tacocca Foundation, a non-profit organization to fund diabetes research and a member of the advisory
board of Cannon Design, an international architectural, engineering and interior design firm.

Stephen D. Quinn

Mr. Quinn has served as one of our directors since May 2002. Mr. Quinn joined Goldman, Sachs &
Co., a full-service global investment banking and securities firm, in August 1981 where he specialized in
corporate finance. From 1990 until his retirement in 2001, Mr. Quinn served as a General Partner and
Managing Director of Goldman, Sachs & Co. Mr. Quinn also serves on the Board of Directors, the Audit
Committee and the Risk Oversight Committee of Zions Bancorporation.

Beryl Raff

Ms. Raff has served as one of our directors since June 2007. Since April 2009, she has served as
Chairman and Chief Executive Officer of Helzberg Diamond Shops, Inc., a retail and online jewelry retailer,
and an indirect wholly owned subsidiary of Berkshire Hathaway Inc. Ms. Raff served as Executive Vice
President-general merchandising manager from 2005 through 2009, and as Senior Vice President from 2001
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through 2003, for the fine jewelry division of J.C. Penney Company, Inc., a holding company for J.C.
Penney Corporation, Inc., a leading retailer of apparel and home furnishings. Ms. Raff serves on the
Advisory Board of Jewelers Circular Keystone, a leading trade publication and industry authority, the
Advisory Board of Jewelers of America, a non-profit trade organization committed to social responsibility
and improving consumer confidence in the. jewelry industry, and on the Executlve Board of Jewelers
Vigilance Committee, a non-profit organization focused on legal and regulatory issues facing the jewelry
industry. Ms. Raff is also a Director of the NACD Heartland Chapter, a non-profit organization dedicated to
excellence in board leadership and the Make-A-Wish Foundation, a non-profit organization which grants the
wishes of children with life threatening medical conditions. From 2001 through February 2011, Ms. Raff
served on the Board of Directors, the Corporate Governance Committee and the Compensation Committee
(which she chaired from 2008 to 2011) of Jo-Ann Stores, Inc.; & national specialty retailer of craft, sewing
and decorating products.

J. Terry Strange

Mr. Strange has served as one of our directors since October 2003. In 2002, Mr. Strange retired from
KPMG, LLP, an independent accounting firm, where he served. from 1996 to 2002 as Vice Chairman,
Managing Partner of U.S. Audit Practice and head of KPMG’s internal risk management program.
Mr. Strange served as Global Managing Partner of Audit Business and a member of KPMG’s International
Executive Committee from 1998 to 2002. During his 34-year career at KPMG, his work included interaction
with the Financial Accounting Standards Board and the SEC, testifying before both bodies on issues
impacting the auditing profession and  SEC registrants. Mr. Strange serves on the Boards of Directors and
the Audit Committees of New Jersey Resources Corporation, a retail and wholesale energy service provider,
Newfield Exploration Company, an oil and gas exploration and production company, and SLM Corporation
(Sallie Mae), a leading provider of student loans and an administrator of college savings plans.

Max P. Watson

Mr. Watson has served as one of our directors since May 2001. Mr. Watson served as President and
Chief Executive Officer of BMC Software, Inc., a leading provider of enterprise management solutions,
from April 1990 to January 2001. He served as Chairman of the Board of Directors of BMC from January
1992 to April 2001. Mr. Watson serves on the Board of Trustees of Texas Children’s Hospital. From
January 2007 through December 2008, Mr. Watson served as Chairman of the Board of Trustees of Texas
Children’s Hospital. A

Code of Ethics

We have adopted a Code of Ethics for Specified Officers, which is applicable to our principal executive
officer and other senior financial officers, who include our principal financial officer, principal accounting
officer or controller, and persons performing similar functions. The Code, which we refer to as our Financial
Code of Ethics, is available on our Internet website at www.grouplauto.com. To the extent required by SEC
rules, we intend to disclose any amendments to this code and any waiver of a provision of the code for the -
benefit of our principal executive officer, principal financial officer, principal accounting officer or
controller, or persons performing similar functions, on our website within four business days following any
such amendment of waiver, or within any other period that may be required under SEC rules from time to
time.

Item 11. Executive Compensation

Pursuant to Instruction G to Form 10-K, we incorporate by into this Item 11 the information to be
disclosed in our definitive proxy statement prepared in connection with the 2012 Annual Meeting of
Stockholders, with will be filed with the SEC within 120 days of December 31, 2011.

79



Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Pursuant to Instruction G to Form 10-K, we incorporate by into this Item 12 the information to be
disclosed in our definitive proxy statement prepared in connection with the 2012 Annual Meeting of
Stockholders, with will be filed with the SEC within 120 days of December 31, 201 1.

Item 13.  Certain Relationships and Related' Transactions, and Director Independence

Pursuant to Instruction G to Form 10-K, we incorporate by into this Item 13 the information to be
disclosed in our definitive proxy statement prepared in connection with the 2012 Annual Meeting of
Stockholders, with will be filed with the _SEC within 120 days of December 31, 2011.

Item 14. Principal Accounting Fees and Services

Pursuant to Instruction G to Form 10-K, we incorporate by into this Item 14 the information to be
+ disclosed .in our definitive ‘proxy statement prepared in connection with the 2012 Annual Meeting of
Stockholders, with will be filed with the SEC within 120 days of December 31,-2011.
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PART IV

Item 15. Exhibits,.Financiél Statement Schedules
(a) List of documents filed as part of this Form 10-K:
(1) Financial Statements .

The financial statements listed in the accompanying Index to Financial Statements are filed as part
of this Form 10-K.

(2) Financial Statement Schedules

All schedules have been omitted since the required information is not present or not present in
amounts sufficient to require submission of the schedule, or because the information required is
included in the Consolidated Financial Statements and notes thereto.

(35 Index to Exhibits

Those exhibits required to be filed by Item 601 of Regulation S-K are listed in the Exhibit Index
immediately preceding the exhibits filed herewith and such listing is incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized on the
10th day of February, 2012. : :

Group 1 Automotive, Inc.

By: /s/ EarlJ. Hesterberg

i\ P : . Earl J. Hesterberg -
R : President-and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant in the capacities indicated on the 10th day of February, 2012.

Signature . . %
/s/ Earl J. Hesterberg President and Chief Executive Officer and Director
Earl J. Hesterberg (Principal Executive Officer)

/s/ John C. Rickel Senior Vice President and Chief Financial Officer
John C. Rickel (Principal Financial and Accounting Officer)

/s/ John L. Adams " Chairman and Director
John L. Adams

/s/ Louis E. Lataif : Director

Louis E. Lataif

/s/  Stephen D. Quinn Director
Stephen D. Quinn

/s!/ Beryl Raff Director
Beryl Raff ’
/s/ J. Terry Strange _ Director

J. Terry Strange

/s/ Max P. Watson, Jr. Director
Max P. Watson, Jr.
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GROUP 1 AUTOMOTIVE, INC. AND SUBSIDIARIES
Report of Independent Registered Public Accounting Firm

The Board of Directors and-Stockholders of Group 1 Automotive, Inc.

We have audited the accompanying consolidated balance sheets of Group 1 Automotive, Inc. and subsidiaries as
of December 31, 2011 and 2010, and the related consolidated statements of opérations, comprehensive income,
stockholders’ equity, and cash flows for each of the three years in the period ended December 31, 2011. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits. :

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Group 1 Automotive, Inc. and subsidiaries at December 31, 2011 and 2010, and the
consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2011, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Group 1 Automotive, Inc.’s internal control over financial reporting as of December 31, 2011,
based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated February 10, 2012 expressed an unqualified
opinion thereon. :

/s/ Ernst & Young LLP

Houston, Texas
February 10, 2012



GROUP 1 AUTOMOTIVE, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31, December 31,
2011 2010

(In thousands, except per
share amounts)

ASSETS

CURRENT ASSETS: .

* Cash and cash equivalents ............................... e $ 14,895 $ 19,843
Contracts-in-transit and vehicle receivables,net .. ........... .. ... ... ... ... . 167,507 113,846
Accounts and notes receivable, net . ... ... e J 92,775 75,623
TOVEILOTIES - - . o e e e et e e e e e e e e e e e e e e e e e e 867,470 777,771
Deferred income taxes .......... e T 16,012 14,819
Prepaid expenses and other curréntassets .. ................... [P 16,925 17,332

Total COITENt ASSELS .« vt v e it ettt ettt et ettt e e 1,175:584 1,019,234

PROPERTY AND EQUIPMENT, BEt ..ot ittt ettt it et et ittt e e e i i ‘ 585,633 506,288

[¢1070)5)"%1 5 S S e 531,458 507,962

INTANGIBLE FRANCHISE RIGHTS .. ..\ttt e 170,687 158,694

OTHER ASSETS . .ot i e e et ettt et e e e 12,981 9,786
- Totalassets . ............. e e ettt e, e v $2,476,343  $2,201,964

LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES: ' ¢ o
Floorplan notes payable — credit facility ................. ..o ... e $ 609,738 $ 560,840
Floorplan notes payable — manufacturer AFFHAES . ..\ 155,980 103,345
Cur;ent maturities of long-termdebt-. . ........ .. o oo 14,663 53,189
Current liabilities from interest ratérrisk management activities .. ................... 7,273  1 ,098
Accounts payable . ... ... .. e 148,048 92,799
Accrued expenses .., .... P e e . 109,245 83,663

Total current BABIHHES . . . . ...t 1,044,947 894,934

LONG-TERM DEBT, net of current maturities ...............couuieiinernninn .. 482,601 412,950

DEFERRED INCOME TAXES ...\ e et e e - 78,459 58,970

LIABILITIES FROM INTEREST RATE RISK MANAGEMENT ACTIVITIES ........ ' 26,766 16,426

OTHER LIABILITIES ......... LS - 36470 34316

COMMITMENTS AND CONTINGENCIES (NOTE 14)
STOCKHOLDERS’ EQUITY: ‘

Preferred stock, $0.01 par value, 1,000 shares authorized; none issued or outstanding . .. — —
Common stock, $0.01 par value, 50,000 shares authorized; 25,967 and 26,096 issued, » '
respectively ............ P SUNIUNI 260 261
Additional paid-in capital ............. ... ... ... .. 000, P .. 363,375 363,966
Retained earnings . ... ............. e U e 591,037 519,843
Accumulated other comprehensive 1oss ....... ... i i i - (29,236) (18,755)
Treasury stock, at cost; 3,260 and 2,303 shares, respectively ....................... (118,336) (80,947)
Total stockholders” equity ... ........cniitiinii ittt 807,100 784,368
Total liabilities and stockholders’ equity . ...........ov i, $2,476,343  $2,201,964

The accompanying notes are an integral part of these consolidated financial statements.
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GROUP 1 AUTOMOTIVE, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,
2011 2010 2009
(In thousands, except per share amounts)
REVENUES:
New vehicleretailsales .. ... o $3,402,647 $3,086,807 $2.543,031
Used vehicleretail sales . ...........c..c.0viiiiiinnennnn... 1,416,520 1,271,039 970,614
"Used vehicle wholesale sales .. ........oonernneaeennn... . 251,043 215,530 153,068
Parts and service sales . ... ... e . 813,819 767,004 722,565
' Finance, insurance and other, net . .......................... 195,736 168,789 136,429
Total revenues . ....................... e 6,079,765 5,509,169 4,525,707
COST OF SALES: o
New Vehicle'retail'sales e e e 3,192,309 2,909,012 2,388,797
Used vehicle retail sales . .............iiiiiiiii . 1,291,996 1,156,035 872,580
Used vehicle wholesale sales . ............oouvrvreennnnnn.. 246,963 212,833 150,764
Parts and service sales . .................... e . 387,897 354,256 . 337,729
Totalcostofsales .......... oo, 5,119,165 4,632,136 3,749,870
GROSSPROFIT ..........0....... e TR P © 960,600 877,033 775,837
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES .... 735229 693,635 - 621,048
DEPRECIATION AND AMORTIZATION EXPENSE ........... 27,063 26,455 25,828
ASSET IMPAIRMENTS .. ... i : 4,805 10,840 20,887
INCOME FROM OPERATIONS ............... e 193,503 146,103 108,074
OTHER INCOME (EXPENSE): ‘ '
Flborplan INEEFESt EXPENSE . . . oo vvve et (27,687) (34,110) (32,345)
Other interest eXpense, net ..... .......................... (33,722) 27,217) (29,075)
- Gain (loss) on redemption of long-termdebt .................. — " (3,872) 8,211
Other expense, net . ......... AP e — L (14)
INCOME BEFORE INCOME TAXES .. ..vvviiiiiiinanannnn. ‘ 132,094 80,904 54,851
PROVISION FORINCOME TAXES ..............cvivivnn.. (49,700) (30,600) (20,006)
NETINCOME .. ... it e $ 82394 $ 50304 $ 34,845
BASIC EARNINGSPERSHARE ....................... R $ 350 $ 209 $ 1.43
Weighted average common shares outstanding ........... e 22,157 22,767 22,888
DILUTED EARNINGS PER SHARE . ............c.oiuinnn.. $ 347 % 209 % 1.43
Weighted average common shapes outstanding ................ 22,409 122,788 22,906
$ 010 3 —

CASH DIVIDENDS PER COMMON SHARE ................ $ 0.48

The accompanying notes are an integral part of these consolidated financial statements.
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GROUP 1 AUTOMOTIVE, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS-OF COMPREHENSIVE INCOME

Year Ended December 31,
2011 2010 2009
(In thousands, except per share
n . .. amounts)
NETINCOME ..................... e ... $82394  $50,304  $34,845
OTHER COMPREHENSIVE INCOME: o . oo
- Foreign currency translation adjustment . ........................ooo0 0 (A7) (894 2,657
Unrealized gain (loss) on marketable securities, net of tax benefit : :
(provision) of $25, $32 and $(223), respectively /. ... .o .. ......... . - (42) (54) 389
Unrealized gain (loss) on interest rate swaps: A ' ‘
Unrealized loss arising during the period, net of tax benefit of $11, 222 - o
$4,154 and $3,857, respectively ............. ... ... 0 et (18,705) (6,922)  (6,428)
Reclassification adjustment for loss included in interest expense, net of ER a «
tax provision of $5,029, $9,043 and $9,141, respectlvely e 8,383 15,071 15,235
Unreahzed gain (loss) on interest rate swaps, net of tax L ........... ( 10’322) T 8,149 ‘ 8,807
OTHER COMPREHENSIVE INCOME (LOSS), NET OF TAXES ...... (10 481) o 7 501 © 11,853
COMPREHENSIVEINCOME . ................ ... ... ... ... $ 71,913 $57 805 - $46,698

The accompanying notes are an integral part.of these consolidated financial statements.
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GROUP 1 AUTOMOTIVE, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

BALANCE, December 31, 2008
Net income : ’
Other comprehensive income, net . ...............
Equity component of 2.25% Convertible Note

repurchase, net of tax provisionof $155 .........
Issuwance of common and treasury shares to employee
benefit plans
Proceeds from sales of common stock under
employee benefit plans
Issuance of restricted stock ................ SR
Porfeiture of restricted stock ....................
Stock-based compensation
Tax effect from options exercised and the vesting of
restricted shares . ........... ... ... ...l

BALANCE, December 31,2009 ..................
Net income
Other comprehensive income,net . ...............
Purchases of treasury stock .. ...................
Issuance of common and treasury shares to employee

benefit plans
Proceeds from sales of common stock under
employee benefit plans
Issuance of restricted stock .....................

Stock-based compensation
Tax effect from options exercised and the vesting of
restricted shares ....................... e
Purchase of equity calls, net of deferred tax benefit of
$17,227
Sale of equity warrants
Equity component of 3.00% Convertible Note
issuance, net of deferred tax liability of $14,692 ..
Cash dividends

BALANCE, December 31, 2010
Net income
Other comprehensive (loss),net .................
Purchases of treasury stock .. ............ooen..
Issuance of common and treasury shares to employee

benefit plans
Proceeds from sales of common stock under

employee benefit plans
Issuance of restricted stock .....................
Forfeiture of restricted stock ....................
Stock-based compensation ............. e
Tax effect from options exercised and the vesting of

restricted shares .. ......... ... .. ... ...
Cash dividends

Addi 1 Acc:l)l:)hulated

it

Compmon Stock Paidl-oi'x:a Retained Comprelfzmive Treasury

Shares Amount Capital Earnings Income (Loss) Stock Total
(In thousands)

26,052  $261  $351,405 $437,087 $(38,109) §$ (88,527) $662,117
— — — 34845 — 34845
— — — — 11,853 — 11,853
— — (275) — — — 275)

(388) 4) (17,639) - — — 16,690 (953)
184 2 3,490 — — — 3,492
448 @ — - — -
a7 ¢y T — — — —
— — 8,869 — — — 8,869
—  — 208 — — — 208

26,219 262 346,055 471,932 (26,256) (71,837) 720,156
— — —_ 50,304 — — 50,304
B — — — 7,501 —  ..7501
- — — — — (26,765)  (26,765)

(559) (6) (22,220) — — 17,655 (4,571)
140 2 4,367 — — — 4,369
330 3 3) — — — —
G4 — — — — — -

— — 9,942 — — — 9,942
— — 741 — — — 741
— — (28,712) — — — (28,712)
— — 29,309 — — — 29,309
— — 24,487 - — — 24487
— — (239 — —  (2393)

26,096 261 363,966 519,843 (18,755) (80,947) 784,368
— — 82,394 — — 82,394
— — — — (10,481) —  (10,48])
— — — — — 50,777y  (50,777)

(481) (&) (18,240) — — 13,388 (4,857)

110 1 4,147 — — — 4,148
351 4 @ — — — —

(109) ) 1 — — — —

— — 10,908 — — — 10,908

— — 2,597 — — — 2,597

—_ — — (11,200) —_ — (11,200)
25,967  $260  $363,375 $591,037 $(29,236)  $(118,336) $807,100

|
|

The accompanying notes are an integral part of these consolidated financial statements.
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GROUP 1 AUTOMOTIVE, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
2011 - 2010 2009
- (In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
$ 82394 $ 50304 $ 34,845

INEEANCOMIE &+« « v v b e v v e e s e e e e e e e e it e e e e s st s et s e e
Adjustments to reconcile net income to net cash prov1ded by (used in) operatmg actlvmes
Depreciation and amOrtization . ... ..........oo ot 27,063 26,455 25,828
Deferred INCOME LAXES .« o < v v et e e e e e e et tasenne i aaaneenenn PO . 24,824 23,274 © 29,646
Asset Impairments . ...... e R e PO 4,805 - 10,840 . .20,887
Stock-based compensation .. ... ... e P 10,919 - 9942 - 8,869
Amortization of debt discount and 1SSUE COSES . . . ... ot it e 11,990 10,322 - 1,030
(Gain) loss on redemption of long-termdebt . . ... ... ...l S — 3,872 - (8,211)
(Gain) loss on diSpOSItion OF BSSELS . .. .o vvtvnei vt (961) 848 o 248
Tax effect from excess stock-based compensation .. ... N (2,478) (592) - (181)
(031 A A R EE R 2,755 1,416° 21
Changes in operating assets and liabilities, net of effects of acquisitions.and dispositions: '
Accounts payable and accrued €Xpenses .. ...... ..o iins ieseeales seveaes 77,027 16,130 (16,481)
Accounts and notes receivable . . ... ... i e seeersamesenes . (17,875) (13,844) . 10,851
TILVENEOTIES .+ o v v e e v v e e e e e tee e e e e e aee e e en et ian e asna e aaane e eaanees (7,410) (174,249) ~ 242,996
Contracts-in-transit and vehicle receivables ... ... .o.uutiiiiiii i . (53,821) (27,218) 16,500
Prepaid expenses and Other 8SSetS .. ..o .evnervrnonireranioanarenenactoness P c 0 (11,246) 6,922 - 845
Floorplan notes payable — manufacturer affiliates ... ... .. RPN e e 52,757 (10,580) - (14,145)
Deferred revenues . ............ R e (1,427) (2,308) (4,632)
Nét cash provided by (used in) operating activities .. ...t A 199,316 (68,466) 354,674
CASH FLOWS FROM INVESTING ACTIVITIES: )
Cash paid in acquisitions, net of cashreceived ....... . oo i i (159,597) (34,693) (16,332)
Proceeds from disposition of franchises; property and equipment . .......oo.eniieie et 6,039 46,179 30,257
Purchases of property and equipment, includingreal estate ............ooveineiiiinns (60,558) (69,116) (21,560)
L6117 A R 1,343 2,843 3,638
Net cash used in investing activities ...........c.oovoiii i e (212,773) (54,787) (3,997)
CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings on credit facility — Floorplan Line ............ooiiviiiiio i 4,825,956 4,994,980 3,862,337
Repayments on credit facility — Floorplan Line .. ....... e e e 4,777,442)  (4,854,459) . (4,135,710)
Repayments on credit facility — Acquisition Line .......... et — — (139,000)
Borrowings on credit facility — Acquisition Line F R P e — — 89,000
Borrowings on mortgage facility ....... LT [ S - — 34,457
Principal payments on mortgage facility .......c......oo oo N : (1,599) (150,127) (19,728)
Proceeds from issuance of 3.00% Convertible Notes ............oovvuniriaviiireennne... e — 115,000 —
DBt ASSUE COSES .+« o e e e e e et e e et e et et e e e e e e e A, — (3,959) —
Purchase of equity Calls . ... .u..vvenenen i F ' — (45,939) —
Sale of equity warrants . ........... D P R R e — 29,309 —
Redemption of other long-termdebt ........... ..oy SO e DU — (77,011) (20,859)
Borrowings of other long-term debt . . . . 2. .. et i ' 308 - 5114 —
Principal payments of long-term debt related to real estate loans ............ooce... e weie - (7,775) (3,806) (34,572)
Borrowings of long-term debt related to real estate loans ............. B, et e 32,713 146,003 —
Principal payments of other long-term debt . . .........oooiiiiiiiii '(3,293) (1,021) (494)
Repurchases of common stock, amounts based on settlement date ...... R . (50,777) (26,765) . —
Issuance of common stock to benefit plans, net of employee net share settlements ............ FRRT (709) 4,369 3,492
Debt eXtingUiSHIMENt COSES . . . .« . v\ttt et e et et s T Q77 (534)
Tax effect from excess stock-based compensation . .......... ... it 2,478 592 ) 181
Dividends paid . .0 iivi i e F s (11,211) (2,393) ) —
Net cash provided by (used in) financing activities . ...... ..., 8,649 129,710 (361,430)
EFFECT OF EXCHANGE RATECHANGESONCASH ... (140) 165 830
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS D : (4,948) 6,622 (9,923)
CASH AND CASH EQUIVALENTS, beginning of period . ...ttt e 19,843 13,221 23,144
CASH AND CASH EQUIVALENTS, end of period . ........ovoiieiiiiiiiiii et $ 14895 $ 19843 § 13,221
SUPPLEMENTAL CASH FLOW INFORMATION: :
Purchases of property and equipment, including real estate, accrued in accounts payable and accrued .
7995 $ 1,786 $ —

expenses . ..... FE T R e eeeeneante e ananany $
The accompanying notes are an 1ntegra1 part of these consolidated financial statements.
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GROUP 1 AUTOMOTIVE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1L 'ANNﬁAL f‘INANCIAL INFORMATION
Business Organization

Group 1 Automotive, Inc., a Delaware corporation, through its subsidiaries, is a leading operator in' the
automotive retailing industry with operations in the states of Alabama, California, Florida, Georg1a Kansas,
Louisiana, Maryland, Massachusetts, Mississippi, New Hampshire, New Jersey, New York, Oklahoma, South
- Carolina, and Texas in- the U.S and in the towns of Brighton, Farnborough, Hailsham, Hindhead and Worthing in
‘the UK. Group 1 Automotive, Inc. and its subsidiaries are herein collectively referred to as the “Company.”
Through its dealerships, the Company sells new and used cars and light trucks; arranges related vehicle
- financing; service and insurance contracts; provides automotive maintenance and repair services;.and sells
vehicle pans

As of December 31, 2011, the Company’s U.S. retail network consisted of the following two regions (with
the number of dealerships they comprised): (i) the East (42 dealerships in Alabama, Florida, Georgia, Louisiana,
Maryland, Massachusetts Mississippi, New Hampshire, New Jersey, New York and South Carolina), and (ii) the
. West (62 dealerships in California, Kansas, Oklahoma, and Texas). Each region is managed by a regional vice
president who reports directly to the Company’s Chief Executive Officer and is responsible for the overall
performance of their reglons as well as for overseeing the market directors and dealership general managers that
report to them. Each region is also managed by a regional chief financial officer who reports directly to the
Company’s Chief Financial Officer. The Company’s five dealerships in the U.K. are also managed locally with
direct reporting responsibilities to the Company’s corporate management team. Effective July. 1, 2011, the
Company consolidated its regional structure in the U.S. from: three into two regions by combmmg the Central
. region and the Western region to form the West region.

Amendments to Previously Filed Financial Statements

In June 2008, the FASB issued FASB Staff Position (“FSP”) Emerging Issues Task Force 03-6-1;
Determining Whether Instruments Granted in Share-Based Payment Transactions Are Participating Securities.
The FSP clarified that unvested share-based payment awards that contain non-forfeitable rights to dividends or
dividend equivalents are participating securities and, therefore, should be included in computing EPS using the
two-class ‘method. The Company’s restricted stock awards and performance awards qualify as participating
securities as each contain non-forfeitable rights to dividends. Therefore, the Company became subject to the
guidance in the first quarter 2009.

Upon adoption of FSP 03-6-1 and subsequently through the third quarter 2011, the Company failed to
properly apply the two-class method for computing EPS. The Company assessed the errors, both quantitatively
and qualitatively, and determined that the effects on all prior periods are immaterial. Other than the corrections to
basic and diluted EPS, the revisions have no effect on the Company’s consolidated statement of operatlons
consolidated balance sheet, consolidated statement of cash flows or its liquidity.

The Company filed an Amendment No. 1 to the Company’s Quarterly Report on Form 10- Q for the

-quarterly period ended September 30, 2011 to disclose the effects of the immaterial errors on basic and diluted

. EPS on prior periods. The Consolidated Statements of Operations and quarterly data tables presented herein have
been corrected for this error.

2. SUMMARY OF SIGNIFICANT ACCOUNTING ROLICIES AND ESTIMATES
V .Use of Estzmates '

The preparatlon of the Company’s financial statements in conformity with GAAP requires management to
make certain estimates and assumptions. These estimates and assumptions affect the reported amounts of assets
and liabilities, the disclosures of contingent assets and liabilities at the balance sheet date and the amounts of
revenues and expenses recognized during the reporting period. Management analyzes the Company’s estimates
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based on historical experience and various other assumptions that are believed to be. reasonable under the
circumstances; however, actual results could differ from such estimates. The significant estimates made by
management in the accompanying ‘Consolidated Financial Statements relate to inventory market adjustments,
reserves for future chargebacks on finance and vehicle service contract fees, self-insured property/casualty
insurance exposure, the fair value of assets acquired and liabilities assumed in business comblnatlons the
valuation of goodwill and intangible franchise rights, and reserves for potentlal 11t1gat10n

Basis of Presentation

All acquisitions of dealerships completed during the periods presented have been accounted for using the
purchase method of accounting, and their results of operations ‘are included from the effective dates of the
closings of the acquisitions. The allocations of purchase price to the assets acquired and liabilities -assumed are
assigned and recorded based on estimates of fair value. All intercompany balances and transactions have been
eliminated in consolidation.

Revenue Recognition

Revenues from vehicle sales, parts sales and vehicle service are recognized upon completion of the sale and
delivery ‘to the customer. Conditions to completing a sale include having an agreement with the customer,
including pricing, and the sales price must be reasonably expected to be collected.

The Company records the profit 1t receives for arranging vehicle fleet transactions, net, in other finance and
insurance revenues. Since all sales of new vehicles must occur through franchised new vehicle dealerships, the
dealerships effectively act as agents for the automobile manufacturers in completing sales of vehicles to fleet
customers. As these customers typically order the vehicles, the Company has no significant general inventory
risk. Additionally, fleet customers generally receive spemal purchase incentives from the ‘automobile
manufacturers and the Company receives only a nominal fee for facxhtatmg the transactions. Taxes collected
from customers and remitted to governmental agenmes are not included in total revenues.

The Company arranges flnancmg for customers through various institutions and receives ﬁnancmg fees
based on the difference between the loan rates charged to customers and predetermined financing rates set by the
financing institution. In addition, the Company receives fees from the sale of insurance and vehicle service
contracts to customers. Further, through agreements with certain vehicle service contract administrators, the
Company earns volume incentive rebates and interest income on reserves, as well as participates in the
underwriting profits of the products. The Company may be charged back for unearned financing, insurance
contract or vehicle service contract fees in the event of early termination of the contracts by customers. Revenues
from these fees are recorded at the time of the sale of the vehicles, and a reserve for future amounts which might
be charged back is established based ‘on the Company’s historical chargeback results and the-termination
provisions of the applicable contracts. While chargeback results vary depending on the type of contract sold, a
10% change in the historical chargeback results used in determining estimates of future amounts which might be
charged back would have changed the reserve at December 31, 2011 by $1.9 million.

The Company consolidates the operations of its reinsurance companies. Prior to 2008, the Company
reinsured the credit life and accident and health insurance policies sold by its dealerships. During 2008, the
Company terminated its offerings of credit life and accident and health insurance policies, however, some of the
previously issued policies remain in force. All of the revenues and related direct costs from the sales of these
policies were deferred and are being recognized over the life of the policies. Investment of the net assets of these
companies are regulated by state insurance commissions and consist of permitted investments, in general,
government-backed securities and obligations of government agencies. These investments are classified as
available-for-sale and are carried at fair value. These investments, along with restricted cash totaling $0.6 million
as of December 31, 2011 that is' not invested, are classified as other current and long-term assets.in the
accompanying Consolidated Balance Sheets, based upon applicable maturity dates.
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Cash and Cash Equivalents

Cash and cash equivalents include demand deposits and various other short-term investments with original
maturities of three months or less at the date of purchase. As of December 31, 2011 and 2010, cash and cash
equivalents excluded $109.2 million and $129.2 million, respectively, of immediately available funds used to pay
down the Flootplan Line of the Revolving Credit Facility (as defined in Note 11, “Credit Facilities™), which is
the Company’s primary vehicle for the short-term investment of excess cash.

Contracts-in-Transit and Vehicle Receivables

Contracts-in-transit and vehicle receivables consist primarily of amounts due from financing institutions on
retail finance contracts from vehicle sales and dealer incentives due from manufacturers. Also included are
amounts receivable from vehicle wholesale sales.

Inventories

The Company carries new, used and demonstrator vehicle inventories, as well as parts and accessories
inventories, at the lower of cost (determined on a first-in, first-out basis for parts and accessories) or market in
the Consolidated Balance Sheets. Vehicle inventory. cost consists of the amount paid to acquire the inventory,
plus the cost of reconditioning, cost of equipment added and transportation cost. Additionally, the Company
receives interest assistance from some of the automobile manufacturers. This assistance is accounted for as a
vehicle purchase price discount and is reflected as a reduction to the inventory cost on the Company’s
Consolidated Balance Sheets and as a reduction to cost of sales in its Statements of Operations as the vehicles are
sold. At December 31, 2011 and 2010, inventory cost had been reduced by $5.5 million and $4.7 million,
respectively, for interest assistance received from manufacturers. New vehicle cost of sales was reduced by
$26.1 million, $24.0 million and $20.0 million for interest assistance received related to vehicles sold for the
years ended December 31, 2011, 2010 and 2009, respectively. The assistance over the past three years has ranged
from approximately 50.6% of the Company’s quarterly floorplan interest expense in the first quarter of 2009 to
98.2% for the fourth quarter of 2011.

As the market value of inventory typically declines over time, the Company establishes new and used
vehicle reserves based on its historical loss experience and management’s considerations of current market
trends. These reserves are charged to cost of sales and reduce the carrying value of inventory on hand. Used
vehicles are complex to value as there is no standardized source for determining exact values and each vehicle
and each market in which the Company operates is unique. As a result, the value of each used vehicle taken at
trade-in, or purchased at auction, is determined based on industry data, primarily accessed via the Company’s
used vehicle management software and the industry expertise of the responsible used vehicle manager. Valuation
risk is partially mitigated by the speed at which the Company turns this inventory. At December 31, 2011, the
Company’s used vehicle days’ supply was 33 days. '

Property and Equipment

Property and equipment are recorded at cost and depreciation is provided using the straight-line method
over the estimated useful lives of the assets. Leasehold improvements are capitalized and amortized over the
lesser of the life of the lease or the estimated useful life of the asset. The amortization of assets recorded under
capital leases is included with depreciation and amortization _exPense in the Consolidated Statement of
Operations.

Expenditures for major additions or improvements, which extend the useful lives of assets, are capitalized.
Minor replacements, maintenance and repairs, which do not improve or extend the lives of the assets, are
expensed as incurred. Disposals are removed at cost less accumulated deprec1at10n and any resulting gain or loss
is reflected in current operations. : :
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The Company reviews long-lived assets for impairment whenever there is evidence that the carrying value
of these assets may not be recoverable (i.e., triggering events). This review consists of comparing the carrying
amount of the asset with its expected future undiscounted cash flows without interest costs. If the asset’s carrying
amount is greater than such cash flow estimate, then it is required to be written down to its fair value. Estimates
of expected future cash flows represent management’s best estimate based on currently available information and
reasonable and supportable assumptions. See Note 15, “Asset Impairments,” for additional details regarding the
Company’s impairment of long-lived assets. ' \

Goodwill

Effective with the consolidation of the three U.S. regions into two as of July 1, 2011, the Company defines
its reporting units as its two regions in the U.S. and its region in the U.K. Goodwill represents the excess, at the
date of acquisition, of the purchase price of the business acquired over the fair value of the net tangible and
intangible assets acquired. Annually in the fourth quarter, based on the carrying values of the Company’s regions
as of October 31st, the Company performs a fair value and potential impairment assessment of its goodwill. An
impairment analysis is done more frequently if certain events or circamstances arise that would indicate a change
in the fair value of the non-financial asset has occurred (i.e., an impairment indicator).

The Company uses a combination. of the discounted cash flow, or income approach (80% weighted), and the
market approach (20% weighted) to determine the fair value of the Company’s reporting units. Included in the
discounted cash flow are assumptions regarding revenue growth rates, future gross margins, future SG&A
expenses and an estimated WACC. The Company also must estimate residual values at the end of the forecast
period and future capital expenditure requirements. Specifically, with regards to the valuation assumptions
utilized in the income approach as of December 31, 2011, the Company based its analysis on a slow recovery
back to a SAAR of 16 million units by 2016. For the market approach, the Company utilizes recent market
multiples of guideline companies for both revenue (20% weighted) and pretax net income (80% weighted). Each
of these assumptions requires the Company to use its knowledge of (1) the industry, (2) recent transactions and
(3) reasonable performance expectations for its operations. If any one of the above assumptions change or fails to
materialize, the resulting decline in the estimated fair value could result in a material non-cash impairment
charge to the goodwill associated with the reporting unit(s).

In evaluating its goodwill, the Company compares the carrying value of the net assets of each reporting unit
to its respective fair value,” which is calculated by using unobservable inputs based upon the Company’s
internally developed assumptions. This represents the first step of the impairment test. If the fair value of a
reporting unit is less than the carrying value of its net assets, the Company must proceed to step two of the
impairment test. Step two involves allocating the calculated fair value to all of the tangible and identifiable
intangible assets of the reporting unit as if the ‘calculated fair value was the purchase price in a business
combination. The Company then compares the value of the implied goodwill resulting from this second step to
the carrying value of the goodwill in the reporting unit. To the extent the carrying value of the goodwill exceeds
its implied fair value under step two of the impairment test, a non-cash impairment charge equal to the difference
is recorded. :

At December 31, 2011,.2010 and 2009, the fair value of each of the Company’s reporting units exceeded the
carrying value of its net assets (i.e., step one of the impairment test). As a result, the Company was not required
to conduct the second step of the impairment test. However, if in future periods the Company determines that the
carrying amount of the net assets of one or more of its reporting units exceeds the respective fair value as a result
of step one, the Company believes that the application of step two of the impairment test could result in a
material non-cash impairment charge to the goodwill associated with the reporting unit(s). See Note 16,
“Intangible Franchise Rights and Goodwill”, for additional details regarding the Company’s goodwill.
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Intangible Franchise Rights

The Company’s only significant 1dent1f1ab1e intangible assets other than goodwill, are rights under
franchise agreements with manufacturers, which are recorded at an individual dealership level. The Company
expects these franchise agreements to continue for an indefinite period and, for agreements that do not have
indefinite terms, the Company beheves ‘that renewal of these agreements can be obtained without substantial
cost. As such, the Company believes that its franchise agreements will contribute to cash flows for an indefinite
period and, therefore, the carrying amounts of the franchise rights are not amortized. Franchise rights acquired in
business acquisitions prior to July 1, 2001, were recorded and amortized as part of goodwill and remain as part of
goodwill at December 31, 2011 and 2010 in the accompanying Consolidated Balance Sheets. Since July 1, 2001,
intangible franchise rights acquired in business combinations have been recorded as distinctly separate intangible
assets. In accordance with guidance primarily codified within ASC 350, Intangibles-Goodwill and Other, the
Company evaluates these franchise rights for impairment annually in the fourth quarter, based on the carrying
values of the Company’s individual dealerships as of October 31%, or more frequently if events or circumstances
indicate poss1b1e 1mpa1rment has occurred

In performing its impairment assessments, the Company tests the carrying value of each individual franchise
right that was recorded by using. a direct value method>discounted cash flow :model, or income approach,
specifically the excess earnings method. Included in this analysis are assumptions, at a dealership level, regarding
the cash flows directly attributable to the franchise rights, revenue growth rates, future gross margins and future
SG&A expenses. Using an estimated WACC, estimated residual values at the end. of the forecast period and
future capital expenditure requirements, the Company calculates the fair value of each dealership’s franchise
rights after considering estimated values for tangible assets, working capital and workforce.

If any one of the above assumptions change or fails to materialize, the resulting decline in the intangible
franchise rights’ estimated fair value could result in a non-cash impairment charge to the intangible franchise
right associated with the applicable dealership. See Note 16, “Intangible Franchise Rights and Goodwill”, for
additional details regarding the Company’s intangible franchise rights.

Income Taxes

Currently, the Company operates in 15 different states in the U.S. and in the U. K each of which has unique
tax rates and payment calculations. As the amount of income generated in each JuI‘lSdlCthIl varies from period to
period, the Company’s estimated effective tax rate can vary based on the proportion of taxable income generated
in each jurisdiction. -

The Company follows the liability method of accounting for income taxes in accordance with ASC 740,
Income Taxes. Under this method, deferred income taxes are recorded’ based on differences between the financial
reportmg and tax basis of assets and liabilities and are measured using the enacted tax rates and laws that will be
in effect when the underlying assets are realized or liabilities are settled. A valuation allowance reduces deferred
tax assets when it is more likely than not that some or all of the deferred tax assets will not be realized.

The Company has recognized deferred tax assets, net of valuation allowances, that it believes will be
realized, based primarily on the assumption of future taxable income. As it relates to net operating losses, a
correspondmg valuation allowance has been established to the extent that the Company has determmed that net
income attributable to-certain states jurisdictions will not be sufflclent to realize the benefit.

Fatr Value of Financial Assets and Lzabzhttes

The Company’s flnanmal mstruments consist prlmarlly of cash and cash equivalents, contracts-in-transit and
vehicle receivables;.accounts and notes receivable, investments in debt and -equity securities, accounts payable,
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credit facilities, long-term’ debt and interest rate swaps. The. fair values of cash and cash equivalents,
contracts-in-transit-and vehicle receivables; accounts and notes receivable, accounts payable, and credit facilities
approximate their carrying valués due to-the short:term nature of these instruments or.the ‘existence of variable
interest rates. As of December 31, 2011 and 2010, the face value of $115.0 million of the Company’s outstanding
3.00% Convertible Senior Notes due 2020 (“3.00% Notes”) had a carrying value, net of applicable discount, of
$77.4 million and $74.4 million, respectively, and a fair value, based on quoted market prices; of $170.6 million
and $143.3 million; respectively. Also; as of December 31, 2011 and 2010, the face value of the Company’s
outstanding 2.25% Convertible Senior Notes due 2036 (“2.25% Notes”) was.$182.8 million. The 2.25%. Notes
had a carrying value, net of applicable discount, of $145.0 million and $138.2 million, respectively, and a fair
value, based on quoted market prices, of $192.3 million and $180.0 million as of December 31, 2011 and 2010,
respectively. The Company’s detivative financial :instrumen‘t's are recorded at fair market value. See Notes 4 and
13 for further details regarding the Company’s derivative financial instruments and fair value measurements.

The Company maintains multiple trast accounts comprised of money market funds ‘with - short-term
investments in marketable: securities,. such as U.S.:government securities, commercial paper and bankers
acceptances, that have maturities of less than three months.  The: Company determined that the valuation

measurement inputs of these marketable securities represent-unadjusted quoted prices in active markets and,
accordingly, has classified such investments within Level 1 of the hierarchy framework as described in ASC 820.

-Also within the trust accounts, the Company holds investments. in debt: instruments; such as government
obligations and other fixed income securities. The Company accounts for investments in marketable securities
and debt instruments under guidance primarily codified within ASC 320, Investments-Debt and Equity Securities
(“ASC 3207), which establishes standards of financial accounting: and reporting for investments in equity
instruments * that ‘have readily determinable fair values and for all investments in debt ‘securities. These
investments are. designated as available-for-sale, measured at fair value and classified as either cash and cash
equivalents or other assets in the accompanying’ Consolidated Balance Sheets based upon maturity terms and
certain contractual restrictions. As these investments are liquid, the Company believes its fair value techniques
accurately reflect their market values-and are subject to changes-that are market driven and subject to demand
and supply of the financial instrument markets. The valuation’ measurement inputs of these marketable securities
represent unadjusted quoted prices in ‘active markets and, accordingly, have classified such investments within
Level 1 of the ASC 820 hierarchy framework in Note 13, “Fair Value Measurements”. The:debt securities are
measured based upon quoted market, prices utilizing public information. Accordingly, the Company has
. concluded the ya_.lu'atioq measurement inputs of these debt securities to represent, at their lowest level, quoted
market prices for identical or similar assets in markets where there are few transactions for the assets and has
categorized such investments within, Level 2 of the ASC 820 hierarchy framework in Note 13, “Fair Value
Measurements.” ‘The cost basis of the debt securities, excluding demand obligations, .as of chember 31, 2011
and 2010 was $1.7 million and $2.9 million, respectively. . :

Fair Value of Assets Acquired and Liabilities Assumed
The values of assets acquired and liabilities assumed in business combinations are estimated using various
assumptions. The most significant assumptions, and those requiring the most judgment, involve the estimated fair
values of property and equipment and intangible franchise rights, with the remaining amounts. attributable to

goodwill, if any. The Company utilizes third-party experts to determine the fair values of property and equipment
purchased and its fair value model to determine the fair value of its franchise rights. .

Foreign Currency Translation

The functional currency for the Company’s foreign subsidiaries is the Pound Sterling. The financial
statements of all the: Company’s. foreign' subsidiaries have been translated into U.S. dollars. All assets and
Jiabilities of foreign operations are translated into U.S. Dollars using period-end exchange rates and all revenues
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and expenses are translated at average rates during the respective period. The U.S. Dollar results that arise from
the translation of all assets and liabilities are included in the cumulative currency translation :adjustments in
accumulated other comprehensive: income/loss in stockholders’ equity and other income/expense, when
applicable. : . = : ~ :

Derivative F inancial Instruments. '

One of the Company’s primary market risk exposures is increasing interest rates. Interest rate derivatives are
used to adjust interest rate exposures when appropriaté based on market conditions. :

The Company follows the requirements of guidance primarily codified within ASC 815 pertaining to the
accounting for derivatives and hedging activities. ASC 815 requires the Company to recognize all derivative
instruments on its balance sheet at fair value. The related gains or losses on these transactions are deferred in
stockholders’ equity as a component of accumulated other comprehensive loss. These deferred gains and losses
are recognized in-income in the period in. which the related -items being hedged are recognized in interest
expense. However, to the extent that the change in value of a derivative contract does not perfectly offset the
change in the value of the items: being hedged, -that ineffective portion is immediately recognized in interest
expense. All of the Company’s interest rate hedges were designated as cash flow hedges and were deemed to be
effective at December 31, 2011; 2010 and 2009. :

- The Company measures interest  rate- derivative instruments utilizing an income approach valuation .
technique, converting future amounts of cash flows to a single present value in order to obtain a transfer exit
price within the bid and ask spread- that is most representative of the fair value of the Company’s derivative
instruments. In measuring fair value, the option-pricing Black-Scholes present value technique is utilized for all
of the Company’s derivative instruments. This option-pricing technique utilizes a one-month LIBOR forward
yield curve, obtained from an independent external service provider, matched to the identical maturity term of the
instrument being measured. Observable inputs utilized in the income approach valuation technique incorporate
identical contractual’ notional amounts, fixed coupon rates, periodic terms for interest-payments and contract
maturity. The fair value estimate of the interest rate derivative instruments also considers the credit risk of the
Company for instruments in a liability position or the counterparty for instruments in an asset position. The credit
risk is calculated by using the spread between: the one-month LIBOR yield curve and the average 10 and 20-year
retail rate according to Standard and Poor’s. :

The Company has determined the valuation measurement inputs ‘of these derivative instruments to
maximize the use of observable inputs that market participants would use in pricing’ similar or ‘identical
instruments and market data obtained from independent sources, which is readily observable or can be
corroborated by observable market data for substantially the full term of the derivative instrument. Further, the
valuation measurement inputs minimize the use of unobservable inputs. Accordingly, the Company has classified
the derivatives within Level 2 of the ASC 820 hierarchy framework in Note 13, “Fair Value Measurements.” The
Company validates the outputs of its valuation technique by comparison to valuations from the respective
counterparties. ’ '

Factory Incentives

In addition to the interest assistance discussed above, the Company receives various dealer incentive
payments from certain of the automobile manufacturers. These incentive payments are typically received on parts
purchases from the automobile manufacturers and on new vehicle retail sales. These incentives are reflected as
reductions of cost of sales in the statement of operations.

Earnings Per Share

The Company utilizes the two-class method for the computation of EPS. The two-class method requires a
portion of net income to be alocated to participating securities, which are unvested awards of share-based
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payments with non-forfeitable. rights ‘to receive dividends or dividend equivalents. The Company’s restricted
stock awards and performance awards qualify as participating securities as-each contain non-forfeitable rights to
dividends. Income allocated to these participating securities is excluded from net earnings available to'‘common
shares. Basic EPS is computed by:dividing net income available to basic common shares by the weighted-average
number of basic -common shares outstanding during the period. Diluted EPS is computed by dividing net income
available to diluted common shares by the weighted -average number of d11ut1ve common shares outstanding
durmg the penod

Advertising

The Company expenses the costs of advertising as incurred. Advertising expense for the years ended
December 31, 2011, 2010, and 2009, totaled $46.7 million, $45.0 million and $36.6 million, respectively.
Additionally, the Company receives advertising assistance from some of the automobile manufacturers. The
assistance is accounted for as an advemsmg expense reimbursement and i is reﬂected as a reduction of advertising
expense in the income statement as the vehicles are sold, and in accrued expenses on the balance sheet for
amounts related to vehicles still in inventory on that’ date Advertising expense has been reduced by
$17.6 million, $15.4 m11110n and $13.6 million for advertising assistance received related to vehicles sold for the
years ended December 31, 2011, 2010, and 2009, respectively. At December 31, 2011 and 2010, the accrued
expenses caption of the Consolidated Balance Sheets included $3.0 million and $2.3 million, respectively, related
to deferrals of advertising assistance received from the manufacturers.

Business and Credit Risk Concentrations

The Company owns and operates franchised automotive dealershlps in the U.S. and in the U.K. Automotive
dealerships operate pursuant to franchise agreements with vehicle manufacturers. Franchise agreements generally
provide the manufacturers or distributors with considerable influence over the operations of the dealershlp and
generally provide for termination of the franchise agreement for a variety of causes. The success of any
franchised automotive dealership is dependent, to a large extent, on the financial condition, management,
marketing, production and distribution capabilities of the vehicle manufacturers or distributors of which the
Company holds franchises. The Company’ purchases substantially all of its new vehicles from various
manufacturers or distributors at the prevailing prices to all franchised dealers. The Company’s “sales volume
could be adversely 1mpacted by the manufacturers’ or distributors’ inability to supply the dealerships with an
adequate supply of vehicles. For the year ended December 31, 2011, Toyota (including Lexus, Scion and Toyota
brands), Nissan (1nclud1ng Infiniti and Nissan brands), BMW (including MINI and BMW brands), Honda
(including Acura and Honda brands), Ford (1nc1ud1ng Ford and Lincoln brands), Dalmler (mcludmg Mercedes-
Benz, smart, Sprinter and Maybach brands), General Motors (including Chevrolet, GMC, Buick, and Cadillac
brands) and Chrysler (including Chrysler, Dodge and Jeep brands) accounted for 30.4%, 13.7%, 13.1%, 10.7%,
8.9%, 5.9%, 5.6%, and 4.5% of the Company’s new vehicle sales volume, respectively. No other manufacturer
accounted for more than 3.0% of the Company’s total new vehicle sales volume in 2011. Through the use of an
open account, the Company purchases and returns parts and accessories from/to the manufacturers and receives
reimbursement for rebates, incentives and other earned credits. As of December 31, 2011, the Company was due
$48.9 million from various manufacturers (see Note 8, “Accounts and Notes Receivable”). Receivable balances
from BMW, Daimler, Toyota, Ford, General Motors, Nissan, Chrysler, and Honda represented 18.1%, 17.7%,
15.6%, 13.8%, 13.1%, 8.3%, 3.4% and 2.5%, respectively, of this total balance due from manufacturers.

Statements of Cash Flows .

With respect to all new vehicle floorplan borrowings, the manufacturers of the vehicles draft the:Company’s
credit facilities directly with no cash flow to or from the Company. With respect to borrowings for used vehicle
financing, the Company chooses which vehicles to finance and the funds flow directly to the Company from the
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lender. All borrewings from, and repayments to, lenders affiliated with the vehicle manufacturers (excluding the
cash flows from or to manufacturer affiliated lenders: participating in the Company’s syndicated lending group)
are presented within Cash Flows from Operating Activities on the Consolidated Statements of Cash Flows and all
borrowings :from, and repayments to, the syndicated lending. group under. the Revolving Credit Facility (as
defined in Note 11, “Credit Facilities™) (including the cash:flows from or to manufacturer affiliated lenders
participating in the facility) are presented within Cash Flows from Financing Activities.

Cash paid for interest was $52.7 million, $54.8 million and $55.5 million in 2011, 2010 and 2009,
respectively. Cash paid for taxes, net of refunds, was $28.6 million in 2011, and cash refunded for i income taxes
was $1.8 million and $8.0 million in 2010 and 2009, respect1vely

Stock-Based Compensatwn

Stock-based compensatron represents the expense related to stock-based awards granted to employees and
non- employee directors, The Company measures stock-based compensatlon expense at grant date based on the
estimated fair value of the award and recognizes the cost on a straight-line basis, net of estimated forfeitures,
over the employee requisite service period. The Company estimates the fair value of its employee stock purchase
rights issued pursuant to the Employee Stock Purchase Plan using a Black-Scholes valuation model. The expense
for stock- based awards is recogmzed as an SG&A expense in the accompanying Consolidated Statement of
Operations.

Business Segment Information

The Company, through its operating compames operates in the automotwe retarlmg 1ndustry All of the
operating companies sell new and used cars and light trucks, arrange related vehicle financing, service and
insurance contracts, provide automotive maintenance and repair services and sell vehicle parts. The operating
compames are similar in that they deliver the same products and services 1o a common customer group, their
customers are generally individuals, they follow the same procedures and methods i in managing therr operations,
and they operate in_similar regulatory env1ronments Additionally, the Company S management evaluates
performance and allocates resources based on the operatlng results of the individual operating companies. For the
reasons discussed above all of the operating companies represent one reportable segment under guidance issued
by the FASB. Accordmgly, the accompanying Consolidated Financial Statements reflect the operating results of
the Company s reportable segment. By geographic area, the Company’s sales to external customers from its
domestic operauons for “the year ended December 31, 2011, 2010 and 2009 were $5, 760.2 million,
$5,225.5 million and $4,401. 3 million respectwely, and from its . foreign operatrons were $319.5 million,
$283.6 million and $124.2. mrlhon respectrvely The Company s domestic long—hved assets other than goodwill,
intangible assets and financial 1nstruments as of December 31, 2011, 2010 and, 2009 were $569.4 million,
$484.5 million and $462.1 ‘million, respect1vely, and foreign long-lived assets other than financial instruments as
of December 31,2011, 2010 and 2009 were $28. 0 m11110n $29.5 million and $21 6 nullron, respectrvely ‘

Self Insured Medrcal Property and Casualty Reserves

-~ The Company -purchases insurance policies for worker’s compensatron liability, auto physical damage,
property, pollution, employee medrcal benefits and other nsks consrstrng of large deductibles and/or. self-lnsured
retentions. i . ; \

The Company engages a third-party actuary to conduct a study of the exposures under the self-insured
portion of its worker’s compensation and general liability insurance programs for all open policy years. This
actuarial study is updated on an annual basis, and the appropriate adjustments-are made to the accrual. Actuarial
estimates for the portion .of claims:not covéred by insurance are based on historical claims experience adjusted
for loss trending and loss development factors: Changes in the frequency or severity of claims from historical
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levels could influence the Company’s reserve for claims and its financial position, results of operations and cash
flows. A 10% change in.the actuarially determined loss rate per employee used in determining the Company’s
estimate of future losses would have changed the reserve for these losses at December 31, 201 1, by $0.8 million.

The Company’s auto physical damage-insurance:coverage contains an annual aggregate retention:(stop loss)
limit. For policy yeats ended prior to October 31, 2005, the Company’s workers’ compensation and general
liability insurance coverage included aggregate retention .(stop loss):limits in-addition to a per:.claim deductible
limit (“Stop Loss Plans”). Due to historical experience in both claims frequency and severity, the likelihood -of
breaching the aggregate retention limits described above was deemed remote, and as such, the Company elected
not to purchase this stop loss coverage for the policy year beginning November 1, 2005 and for each subsequent
year (“No Stop Loss Plans”). The Company’s exposure per claim under the No Stop Loss Plans is limited to
$1.0 million per occurrence, with unlimited exposure on the number of clalms up to $1.0 million that may be
incurred.

The Company’s maximum potential exposure under all of the Stop Loss Plans totaled $40.4 million at
December 31, 2011, before consideration of amounts previously paid or accruals recorded related to the
Company’s loss projections. After consideration of the amounts paid or accrued, the remaining potentlal loss
exposure under the Stop Loss Plans totaled $18 .2 million at December 31, 2011.

Accounting for Converttble Debt

Effective January 1, 2009 the FASB modified the accounting requlrements for convertible debt instruments
that may be settled in cash upon conversion, which has been pnmanly codified in ASC 470 The Company
separately accounts for the liability and equity components of its convertlble debt instruments in a manner that
reflects the issuer’s economic intereést cost. Upon issuance of a convertlble debt 1nstrument the Company
estimates the fair value of the debt component. The resulting residual value is determined to be the fair value of
the equity component of the Company’s convertible debt and is included in the paid-in- capltal section of
stockholder’s equity, net of applicable taxes, on the Company’s Consolidated. Balance. Sheets. The value-of the
equity component is treated as an original issue discount.for purposes:of accounting for the debt component,
which is amortized as non-cash interest expense through the date that the convertible debt is first able to be put to
the Company. See Note 12, “Long-term Debt”, for further detaiis-on the 1mpact of this convertible debt
accounting to the Company’s financial statements. : :

Recent Accountmg Pronouncements

In May 2011, the FASB issued Accountmg Standards Update (“ASU”).2011 04 Amendments to Ackzeve
Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs. This update changes
certain fair value measurement principles and enhances the disclosure requirements, partlcularly Level 3 fair
value measurements. It is effective for interim and annual reporting. periods beginning after December 15,2011,
with early adoption permitted. The Company believes that the adoption of this guidance will primarily. affect
certain disclosures related to fair value, but w111 not have a material 1mpact on its consohdated financial posmon
or results of operations.

" In June 2011, the FASB issued ASU 2011-05, Presentation of Com;)fehenbiv‘e Income. This update requiféé
entities to present the total of comprehenswe income, the component of net income, and the components of other
comprehensive income in either a single continuous statement of comprehenswe income or in two separate but
consecutive statements. In December 2011, the FASB issued ASU 2011- 12, Deferral of the Eﬁ‘ecttve Date for
Amendments to the Presentation of Reclasszﬁcatzons of Items Out of Accumulated Other Comprehensive Income.
This update.removes the requirement to present reclassification items out of the statement of comprehensive
income statement as required by ASU 2011-05. All other requirements outlined in ASU 2011-05 remain
applicable. These ASU’s are effective for reporting periods beginning after December. 15, 2011 .with early
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adoption permitted. The Company adopted the ASU’s as of December 31, 2011. It affected the presentation of
comprehensive income, but did not have an impact on its consolidated financial position or results of operations.

In September 2011, the FASB issued ASU 2011-08, Testing Goodwill for Impairment. This update will
permit an entity to first assess qualitative factors to determine whether it is more likely than not (likelihood more
than 50%) that the fair value of a reporting unit is less than its carrying amount as a basis for determining
whether it is necessary to perform the two-step goodwill impairment test. This update is effective for interim and
annual reporting periods beginning after December 15, 2011, with early adoption permitted. The Company
believes that the adoption of this guidance will not have a material impact on its consolidated financial position
or results of operations.

3. ACQUISITIONS AND DISPOSITIONS

During 2011, the Company acquired one Cadillac/Buick/GMC dealership, one Lincoln dealership, and one
Ford dealership: located in Houston, Texas, one Volkswagen dealership located in Irving, Texas, as well as one
BMW/MINI dealership, one Ford dealership, and one Buick/GMC dealership, -all located. in El Paso, Texas.
Consideration paid for these dealerships totaled $159.6 million, including amounts paid for vehicle inventory,
parts inventory, equipment, and furniture and fixtures, as well as the purchase ‘of some of the associated real
estate. The vehicle inventory was subsequently financed through borrowings under the FMCC Facility and the
Floorplan Line, each as defined in Note 11, “Credit Facilities.” Further, the Company was awarded one
Volkswagen franchise located in San Diego, California, one Volkswagen franchise located in Beaumont, Texas,
and one Fiat franchise located in Houston, Texas. In addition, during 2011, the Company sold one of its
non-operational dealership facilities that qualified as held-for-sale as of December 31, 2010 for $4.1 million with
no gain or loss recognized by the Company related to the sale. The carrying value of this non-operational
dealership facility was classified in Other Current Assets in the accompanying Consolidated Balance Sheet at
December 31, 2010. h

During 2010, the Company acquired two BMW/MINI dealerships in the Southeast region of the UK, a
Toyota/Scion dealership and an Audi dealership located in South Carolina, and a Lincoln franchise in Texas.
Consideration paid for these acquisitions totaled $34.7 million, including the amounts paid for vehicle inventory,
parts inventory, equipment, and furniture and fixtures, as well as the purchase of associated real estate. The
vehicle inventory acquired in the UK. was subsequently financed through borrowings under the Company’s
credit facility with BMW Financial Services, while the vehicle inventory from the U.S. acquisitions was
subsequently financed through borrowings under the Company’s Floorplan Line. The Company was also
awarded two Sprinter franchises, which are located in Mercedes-Benz stores in Georgia and New York and a
MINI franchise located in a BMW store in Texas. See Note 10, “Property and Equipment,” for real estate

purchased during 2010.

Also, during 2010, the Company disposed of a Ford-Lincoln-Mercury dealership in Florida along with the
associated ‘real estate, as well .as a Ford and a Lincoln franchise in Okighoma. In conjunction -with the
manufacturers’ election to discontinue the brands, the Company terminated six Pontiac and Mercury franchises.
Gross consideration received for these dispositions was $37.2 million, including amounts used to repay the
Company’s floorplan notes payable associated with the vehicle inventory sold and the respective Mortgage
Facility financing balance. As a result, the Company recognized a $5.4 million pretax loss, which includes
charges for asset impairments and leasé terminations. In addition, the Company disposed of real estate holdings
of non-operating facilities in Texas, Massachusetts, Florida, and Georgia during the year ended December 31,

2010. Gross consideration received from these transactions totaled $8.5 million.

- During 2009, the Company completed acquisitions of one BMW dealership and two Hyundai franchises
located in Alabama, Louisiana-and Texas, respectively, and was awarded a Lincoln and a Mercury franchise
which were added to one of its Ford dealerships. located in Florida. Consideration paid for these acquisitions and
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related property totaled $16.3 million, including the amounts paid for vehicle inventory, parts inventory,
equipment and furniture andfixtures. The inventory was subsequently. financed through borrowings under the
Company’s Floorplan Line. During 2009, the Company disposed of two Chrysler Jeep Dodge dealerships in
Texas including the related real estate, one Ford dealership in Florida including the related real estate and
terminated one Volvo franchise in New York. Consideration received for these dispositions totaled $29.9 million,
including amounts used to repay the Company’s floorplan notes payable associated with the vehicle inventory
sold and the respective Mortgage Facility financing balances.

4. DERIVATIVE INSTRUMENTS AND RISK MANAGEMENT A CTIVITIES

The periodic interest rates of the Revolving Credit Facility (as defined in Note 11, “Credit Facilities”), the
Mortgage Facility (as defined in Note 12, “Long-term Debt”), and certain variable-rate real estate related
borrowings are indexed to one-month LIBOR plus an associated company credit risk rate. In order to minimize
the earnings variability related to fluctuations in these rates, the Company employs an interest rate hedging
strategy, whereby it enters into arrangements with various financial institutional counterparties with investment
grade credit ratings, swapping its variable interest rate exposure for a fixed interest rate over terms not to exceed
the related variable-rate debt.

- As of December 31, 2011, the Company held interest rate swaps in effect of $300.0 million in notional value
that fixed its underlying one-month LIBOR at a weighted average rate of 4.3%. During 2011, one swap with a
notional value of $50.0 ‘million went into effect while another swap with a notional value of $50.0 million
expired. Further, $250.0 million of the interest rate swaps expire in 2012 and $50.0 million expire in 2015. As of
December 31, 2010, the Company held interest rate swaps of $300.0 million in notional value that fixed its
underlying one-month LIBOR at a weighted average rate of 4.6%. At December 31, 2011, 2010 and 2009, all of
the Company’s derivative contracts were determined to be effective. For the years ended December 31, 2011,
2010 and 2009, respectively, the impact of the Company’s interest rate hedges in effect increased floorplan
interest expense by $12.4 million, $21.1 million, and $21.2 million. Total floorplan interest expense was
$27.7 million, $34.1 million and $32.3 million for the years ended December 31, 2011, 2010 and 2009,
respectively.

In addition: to-the-$300.0 million of swaps in effect as of December 31, 2011, the Company entered into 19
additional interest rate swaps during 2011 with forward start dates between August 2012 and September 2015
and expiration dates between August 2015 and December 2018. The aggregate notional value ‘of these 19
forward-starting swaps is $625.0 million and the weighted average interest rate of these swaps.is 2.9%.

As of December 31, 2011 and December 31 2010, the Company reflected hablhtles from interest rate risk
management act1v1t1es of $34.0 million and $17.5 million, respectively, in its Consohdated Balance Sheets, of
which a portion with expiration dates less ‘than one year was . classified as a current liability. Included in
accumulated other comprehensive loss at December 31, 2011, 2010 and 2009, were accumulated unrealized
losses, net of income taxes, totaling $21.3 million, $11 0 million and $19 1 m11110n respectively, related to these
hedges.
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The following . table presents the impact during the current and comparative prior year period for the
Company’s derivative financial instruments on its Consolidated Statements of Operations and Consolidated
Balance Sheets. The Company had no material gains or losses related to ineffectiveness or amounts excluded
from effectiveness testing recognized in the Statements of Operations for the years ended December 31, 2011,
2010, or 2009, respectively. : :

Amount of Unrealized Gain (Loss),
Net of Tax, Recognized in OCI

Year Ended December 31,
2011 2000 2009
. (In-thousands)

Derivatives in. Cash Flow Hedging

Relationship o -
Interest rate swap contracts : - $(10,322) $ 8,149 § 8,807
Location of Loss Reclassified from OCI

into Statements of Operations : ,
Floorplan interest expense $(12,398)  $(21,126)  $(21,155)
Other intereSt expense (1,014) (2,988) (3,221)

"The amount expected to be reclassified out of accumulated other comprehensive loss into earnings (through
floorplan interest expense or other interest expense) in the next twelve months is $10.7 million.

5. STOCK-BASED COMPENSATION PLANS

The  Company - provides- stock-based compensation benefits to em;iloyees and non-employee directors
pursuant to its 2007 Long Term Incentive Plan, as amended, as well as to employees pursuant to its Employee
Stock Purchase Plan, as amended.

2007 Long Term Incentive Plan

The Group 1 Automotive, Inc. 2007 Long Term Incentive Plan (“Incentive Plan”) was amended and restated
in May 2010 to increase the number of shares available for issuance under the plan to 7.5 million, for grants to
non-employee directors, officers and other employees of the Company and its subsidiaries of: (1) options
(including options qualified as incentive stock options under the Internal Revenue Code of 1986 and options that
are non-qualified), the exercise price of which may not be less than the fair market value of the common stock on
the date of the grant, and (2) stock appreciation rights, restricted stock, performanbc awards, and bonus stock
each at the market price of the Company’s stock at the date of grant.. The Incentive Plan expires on March 8,
2017. The terms of the awards (including vesting schedules) are established by the Compensation Committee of
the Company’s Board of Directors. All outstanding option awards are exercisable over a period not to exceed ten
years and vest over a period not to exceed five years. Certain of the Company’s option awards are subject to
graded vesting over a service period for the entire award. Forfeitures are estimated at the time of valuation and
reduce expense ratably over the vesting period. This estimate is adjusted periodically based on the extent to
which actual or expected forfeitures differ from the previous estimate. As of December 31, 2011, there were
1,272,142 shares available under the Incentive Plan for future grants of these awards.
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Stock Option Awards

No stock option awards have been granted since November 2005. The following table summarizes the
Company’s outstanding stock options as of December 31, 2011 and the changes during the year then ended:

Weighted
Average )
Weighted Remaining. ' Aggregate
Average Contractual Intrinsic
Number Exercise Price Term Value
(In thousands)
Options outstanding, December 31, 2010 . . .. 68,908 $33.11
Granted .......... e — —
Exercised ............ S e (39,808) 28.52
Forfeited ....................... ... —_ —
Options outstanding, December 31, 2011 . . .. 29,100 39.39 1.0 $361
Options vested, December 31,2011 ........ 29,100 39.39 1.0 361
Options exercisable, December 31, 2011 .. . . . 29,100  $39.39 1.0 - $361

The total intrinsic value of optiohs exercised during the years .ended December 31, 2011, 2010, and 2009,
was $0.7 million, $0.6 million, and $0.2 million, respectively. ,

Restricted StbckAwards

In 2005, the Company began granting to non-employeé directors and certain employees, at no cost to the
recipienf, restricted stock awards or, at their election, restricted stock units, pursuant to the Incentive Plan. In
November 2006, the Company began granting to certain employees, at no cost to the recipient, performance
awards pursuant to the Incentive Plan. Restricted stock.and perfermance awards qualify as participating
securities as each contain non-forfeitable rights to dividends, As.such, the two-class method is required for the
computation of earnings per share. See Note 6, “Earnings Per Share” for further details. Restricted stock awards
are considered outstanding at the date of grant, but are subject to forfeiture provisions for periods ranging from
six months to five years. Vested restricted stock units, which are not considered outstanding at the grant date,
will settle in shares of common stock upon the termination of the grantees” employment .or directorship.
Performance awards. are considered outsfanding at the date of grant and have forfeiture provisions that lapse
based on the passage of time and the achievement of certain performance criteria established by the
Compensatlon Committee of the Board of Directors. In the event the employee or non-employee director
terminates his or her employment or directorship with the Company prior to the lapse of the restrictions, the
shares, in most cases, will be forfeited to the Company. Compensation expense for these awards is calculated
based on the price of the Company’s common stock at the date of grant and recognized over the requ1s1te ‘service
period or as the performance critéria are met. : -
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A summary of these awards as of December 31, 2011, along with the changes during:the year then ended, is
as follows:

Weighted Average

Grant Date

Awards Fair Value
Nonvested at December 31,2010 ......... ... ... v, 1,283,794 $23.57
Granted ... .................. S 351,236 - 40.85
Vested ............ e e (371,724) 24.33

Forfeited . ..................... e e e (109,302) 26.73 -
Nonvested at December 31,2011 ....................... R 1,154,004 $28 30

The total fair value of shares Vested during the years ended December 31, 2011 2010 and 2009, was
$9.0 million, $8.5 million and $7.1 million, respectively.

Employee Stock Purchase Plan

In September 1997, the Company adopted the Group 1 Automotive, Inc. Employee Stock Purchase Plan, as
amended (“Purchase Plan”). The Purchase Plan authorizes the issuance of up to 3.5 million shares of common
stock and provides that no options to purchase shares may be granted under the Purchase Plan after March 6,
2016. The Purchase Plan is available to all employees of the Company and its participating subsidiaries and is a
qualified plan as defined by Section 423 of the Internal Revenue Code. At the end of each fiscal quarter (“Option
Period”) during the term of the Purchase Plan, the employee acquires shares of common stock from the Company
at 85% of the fair market value of the common stock on the first or the last day of the Option Period, whichever
is lower. As of December 31, 2011, there were 831,041 shares remaining in reserve for future issuance under the
Purchase Plan. During the years ended December 31, 2011, 2010 and 2009, the Company issued 109,601,
141,659, and 184,179 shares, respectively, of common stock to employees part1c1pat1ng in the Purchase Plan.

The weighted average fair value of emiployee stock purchase rights issued pursuant to the Purchase Plan was
$9.74, $8.74, and $6.78 during the years ended December 31, 2011, 2010 and: 2009, respectively. The fair value
of stock purchase rights is calculated using the quarter end stock price, the value of the embedded call option and
the value of the embedded put option.

Stock-Based Compensation

Total stock-based compensation cost was $10.9 million, $9.9 million, and $8.9 million for the years ended
December 31,2011, 2010 and 2009, respectively. Total income tax benefit recognized for stock-based
compensation arrangements was $2.9 million, $2 8 million, and $2 5 million for the years ended December 31,
2011, 2010 and 2009, respectively.

As of December 31, 2011, there was $26.5 million of total unrecognized compensation cost related to stoek-
based compensation arrangemenis which is expected to be recognized over a weighted-average period of
3.6 years.

Cash received from option exercises and Purchase Plan purchases was $4.2 million, $4.4 million, and
$3.5 million for the years ended December 31, 2011, 2010 and 2009, respectively. The tax benefit realized for the
tax deductions from options exercised and vesting of restricted shares totaled $2.6 million, $0.7 million and $0.2
million and increased additional paid in capital for the years ended December 31, 2011, 2010 and 2009,
respectively.

Tax benefits relating to excess stock-based compensation deductions are presented as a financing cash
inflow, so the Company classified $2.5 million, $0.6 million and $0.2 million of excess tax benefits as an
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increase in financing activities and a corresponding decrease in operating activities in the Consolidated
Statements of Cash Flows for the years ended December 31, 2011, 2010 and 2009, respectively.

The Company issues new shares when options are exercised or restricted stock vests or will use treasury
shares, if available. With respect to shares issued under the Purchase Plan, the Company’s Board of Directors has
authorized specific share repurchases to fund the. shares issuable under the Purchase Plan.

6. EARNINGS PER SHARE

The two-class method-is utilized for the computation of EPS. The two~class method requires a portion of net
income to-be allocated to participating securities, which are unvested -awards of share-based payments with
non-forfeitable rights to receive dividends or dividend equivalents. The Company’s restricted stock awards and
performance awards qualify as participating securities as each contain non-forfeitable rights to dividends. Income
allocated to these participating securities is excluded from net earnings available to common shares, as shown in
the table below. Basic EPS .is computed by d1v1d1ng net income available to basic common shares by the
weighted average number of basic common shares_outstanding during the period. Diluted EPS is computed by
dividing net income avallable to diluted common shares by the welghted average number of dilutive common
shares outstandmg dunng the period.

The following table sets forth the calculaﬂon of EPS for the years ended December 31, 2011 2010 and

2009
Year Ended December 31,
2011 2010 2009
(In thousands, except per share
amounts)

Weighted average basic common shares outstanding”.-. ... . . ... L. 22,157 22,767 22,888
Dilutive effect of contingently Convertible 3.00% Notes ....... 238 — —
Dilutive effect of stock options, net of assumed repurchase of

treasury stock ... ... 8 12 7
Dilutive effect of employee stock purchases, net of assumed
repurchase of treasury stock ......... ... ... oo 6 9 11

Weighted average dilutive common shares outstanding .......... 22,409 - 22,788 22,906

Basic: o : R

Netineome ......cveiiuon it $82,394  $50,304  $34,845

Less: Earnings allocated to participating securities .............. 4,765 2,675 2,018
Earnings availzible to basiccommon shares .................. $77,629  $47,629  $32,827
Basic earnings per commonshare ......................... % 350 $ 209 ©$ 143

Diluted: , ‘ Lo

NEtiNCOME © ottt ettt et e e e e e e e s $82,394  $50,304  $34,845

Less: Earnings allocated to participating securities .............. 4,721 2,673 2,016
Earnings available to diluted common shares :............... $77.673 $47.631 $32,829
-Diluted earnings per common share .. ...........c..c.cvven... $ 347§ 209 $ 143

Any options with an exercise price in excess of the average market price of the Company’s common stock,
during each of the quarterly periods in the years presented, are not considered when calculating the dilutive effect
of stock options for the diluted EPS calculations. The weighted average number of stock-based awards not
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mcluded in the calculation of the dilutive effect of stock- based awards was immaterial for each of the years
ended December 31, 2011, 2010 and 2009.

As discussed: in Note 12, “Long-term Debt,” the Company is required to include the ditutive effect, if
applicable of the net shares issuable under the 2.25% Notes (as defined in Note 12) and the 2.25% Warrants sold
in connection with the 2.25% Notes in its diluted common shares outstanding for the diluted earnings calculation.
Although the 2.25% Purchased Options have the economic benefit of decreasing the dilutive effect of the 2.25%
Notes, the Company cannot factor this benefit into the diluted common shares outstanding for the diluted
earnings calculation since the impact would be anti-dilutive. Since the average price-of the Company’s common
stock for each of the quarterly periods in-the-years ended December 31, 2011, 2010 and 2009, was less than
$59.43, no net shares were included in the computatlon of diluted EPS for such period; as the impact would have
been anti-dilutive. \ :

In addition, the Company is required to include the dilutive effect, if applicable, of the net shares issuable
under the 3.00% Notes and the 3.00% Warrants. Although the 3.00% Purchased Options have the economic
benefit of decreasing the dilutive effect of the 3.00% Notes, the Company cannot factor this benefit into the
diluted common shares outstanding for the diluted earnings calculation since the impact would be anti-dilutive.
Since the average price of the Company’s common stock for each of the quarterly periods in the year ended
December 31, 2011 was more than the conversion price in effect at the end of the respective periods, the dilutive
effect of the 3.00% Notes and 3.00% Warrants was included in the computation of diluted EPS for such periods.
Refer to Note 12, “Long-term Debt,” for a description of the changes to the conversion price which occurred
during 2010 and 2011 as a result of the Company’s decision to pay cash dividends.

7. INCOME TAXES - -

Income before income taxes by geographic area was as follows:

Year Ended December 31,
2011 2010 2009
. (In thousands)

DOmMEStC . o oot e P ... $128,041  $78,218  $53,545
BOreign . ... e 4,053 . 2,686 .- 1,306

Total income before income taxes ..............c.covuenn.. $132,094 - $80,904  $54,851
Federal, state and foreign income taxes were as follows:

' ‘ Year Ended December 31,
2011 2010 2009
(In thousands)

Federal: -

L2114 (< 11 AU O P $21,013  $ 4,920  $(10,575)

Deferred ... e 22,913 21,271 27,375
State: ‘ o

Current ...... F ST S 2,934 1,397 471

Deferred ... ...ouvett ety 1,854 2,339 2,371
Foreign: _

CUITENt ...t i e et i 928 © 883 465

Deferred .......... e e U 58 (210) - (101)
Provision for income faxes . ....... O e $49,700  $30,600  $ 20,006
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Actual income tax. expense differed from.income tax expense.computed by applying the U.S. federal
statutory corporate tax rate of 35% to income before income taxes in 2011, 2010 and 2009 as follows:

Year Ended December 31,
2011 2010 2009
. (In thousands)
Provision at the U.S. federal statutory rate .................... $46,233  $28,316  $19,198
Increase (decrease) resulting from: o , -
State income tax, net of benefit for federal deduction .......... 3,492 - 2,502 2,657
"Foreign income tax rate differential . ... .......ooeueonne.... “433) ~ 267 - (93)
Employmentcredits .......... .. oo 717 (252) (366)
Changes in valuation allowances . .............. . ..o iuienn 213) - 213 < (538)
Stock-based cOmPensSation . . ............ovuieaiveennnn e 79 71 134
Other . ..... e e i e 1,259 17 (986)
Provision for income taxes . ....................... e $49,700  $30,600  $20,006

During 2011, the Company recorded a tax provision of $49.7 million. Certain expenses for stock-based

compensation recorded in 2011 in accordance with FASB guidance were non-deductible for income tax

- purposes. In addition, the impact of the changes in the mix of the Company’; s pretax income from taxable state

jurisdictions affected state tax expenses. The Company provided valuation allowances with respect to certain

state net operating losses based on expectations concerning their realizability. As a result of these items, and the

impact of the items occurring in 2010 discussed below, the effective tax rate for the period ended December 31,
2011 decreased to 37.6%, as compared to 37.8% for the period ended December 31, 2010.

During 2010, the Company recorded a tax provision of $30.6.million. Certain expenses for stock-based
compensation recorded in 2010 in accordance with ‘'FASB guidance were non-deductible for income - tax
purposes. In addition, the impact of the changes in the mix of the Company’s pretax income from taxable state
jurisdictions affected state tax expenses. The Company also recognized a tax benefit on tax deductible goodwill
related to a franchise termination. The Company provided valuation allowances with respect to certain state net
operating losses based on expectations concerning their realizability. As a result of these items, and the impact of
the items occurring in 2009 discussed below, the effective tax rate for the period ended December 31, 2010
increased to 37.8%, as compared to 36.5% for the period ended December 31, 2009.

During 2009, the Company recorded a tax provision of $20.0 million. Certain expenses for stock-based
compensation recorded in 2009 in accordance with FASB guidance were non-deductible-for income tax
purposes. In addition, the impact of the changes in the mix of the Company’s pretax income from taxable state
jurisdictions affected state tax expenses. The Company also recognized a benefit based on a tax election made
during 2009. The Company provided valuation allowances with respect to the state net operating losses based on
expectations concerning their realizability. As a resuit of these items, and the impact of certain items occurring in
2008, the effective tax rate for the period ended December 31, 2009 decreased to.36.5%,-as compared to 40.4%
for the period ended December 31, 2008.
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Deferred income tax provisions:resulted from temporary differences in the recognition of income and
expenses for financial reporting purposes and for tax purposes. The tax effects of these temporary differences
representing deferred tax assets/liabilities resulted principally from the following:

December 31,

2011 2010
’ . : . (In thousands)

Convertible note hedge on 2.25% NOtES ... .........cuuuueennnennnen... $ 12,722 $ 15,298
Convertible note hedge on 3.00% Notes ....... s e 15,250 16,395
Discount on 2.25% Notes ... .......curririniiiinenennn e (13,247)  (15,658)
Discount on 3.00% NOLES . .. ... oii et (12,876) . (13,934)
Loss reserves and accruals .......,. R, e i 27,908 22,646
Goodwill and intangible franchise rights .............................. (79,100) (64,071)
Depreciation EXPenSe . ... vvv v vt ittt s (26,447) (13,130)
State net operating loss (“NOL”) carryforwards ........................ 13,557 15,502
Interest 1ate SWapS .. ....viiiit i i e e 12,765 6,572
Other ....oovviiiiiiinnn. e e (1,788) (367)

Deferred tax lability ... ... B e i (51,256)  (30,747)"
Valuatiqn allowance on state NOL e e e (1L156)  (13,314)

- Net deferred tax liability ... ... oo oo Fliee e - $(62,412)  $(44,061)

As of December 31, 2011, the Company had state net operating loss carryforwards of $201.3 million that
will expire between 2012 and 2031; to the extent that the Company expects that net income will not be sufficient
to realize these net operating losses in certain state jurisdictions, a valuation allowance has been established.

* The net defeired tax liabilities were comprised of the folldwing: _

December 31,

2011 © 2010
(In thousands)
Deferred tax assets: : '
CULTENt: .« it et et e e e e e e e e e e, $ 25443 $ 19,845
Long-term ......... e R P e 76,815 71,922
Deferred tax liabilities: 2 ' ; ' _ :
(G O S B e (9431)  (5,026)
Long-term ...... e e IR (155,239)  (130,802)

Net deferred tax liability . .................. P § (62,412) $ (44,061)

As of December 31, 2011 and 2010, the Company had long-term deferred tax assets of $76.8 million and
$71.9 million, respectively, including an immaterial amount related to long-term foreign deferred tax assets for
both years. The Company believes it is more likely than not, that its deferred tax assets, net of valuation
allowances provided, will be realized, based primarily on the assumption of future taxable income.

The Company acquired six franchises located at three dealerships in the U.K. in March 2007 and added four
more franchises at two additional dealerships in 2010. The Company has not provided for U.S. deferred taxes on
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$7.1 million of undistributed earnings and associated withholding taxes of its foreign subsidiaries as the
Company has taken the position that its foreign earnings will be permanently reinvested outside the U.S. If a
distribution of those earnings were to be made, the Company might be subject to both foreign withholding taxes
and U.S. income taxes, net of any allowable foreign tax credits or deductions. However, the amount of these
taxes is currently not miaterial.

The Company is subject to income tax in U.S. federal and numerous state jurisdictions, as well as in the
U.K. Based on applicable statutes of limitations, the Company is generally no longer subject to examinations by
tax authorities in years prior to 2006.

The Company had no unrecognized tax benefits as of December 31, 2011 and 2010.

Consistent with prior practices, the Company recognizes interest and penalties related to uncertain tax
positions in income tax expense. The Company did not incur any interest and penalties nor accrue any interest for
the years ended December 31, 2011 and 2010.

8. ACCOUNTS AND NOTES RECEIVABLE

The Company’s accounts and notes receivable consisted of the following:

December 31,
2011 . 2010
_ . o - .(In thousands).
Amounts due from manufacturers . ... ..., e $48,912  $43.470
Parts and service recelvables P R e e e 16,956 . 14,098
Finance and i msurance receivables, net . ... .., - 16,755 13,999 »
Other .......... EOUUE PP PR PR s 11,395 5,057
Total accounts and notes recelvable ................. I e 94,018 76,624
Less allowance for doubtful accounts .. ................ . i 1,243 . 1,001
' Accounts‘andnotesreceivablé $92,775 $75,623"
9. INVENTORIES
The Comp’any’s inventories consisted of the folldwirig:
December 31,
2011 2010
: . . . (In thousands)
New vehicles .. ...... e R S TP PET . $610,694 $564,071
Used vehicles . . ... P A S S e 153,648 120,648
Rental vehicles ............ R D R 57,790 53,636
Parts, accessories and other . . e P 45338 39,416

Inventories ... .. S S PR $867,470 $777,771
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10. PROPERTY AND EQUIPMENT
 The Company’s property and equipment consisted of the following:

UESZ?lﬁliti(:i _— December 31,
in Years 2011 . 2010

(In thousands)
Land ... | —  $211,754  $183,391
Buildings . ... ..ooveia [ 30 to 40 284,638 241,355
Leasehold improvements ......... ... ... ... ... ... varies 86,084 68,808
Machinery and equipment . .................... L .. 7 to 20 59,316 53,473
Furniture and fixtares . .......... .. .. oo oL 3to 10 54,406 49,893
Company vehicles ...................... e - 3t05 9,877 9,182
Construction in Progress . ..« .vvev v ie et — 16,719 17,333
Total ............... N ’ ' 722,794 623,435
Less accumulated depreciation and amortization .. .......... 137,161 117,147
Property and equipment, net . . ......... ... ... ... ... ... $585,633  $506,288

During 2011, the Company acquired $41.7 million of fixed assets associated with dealership acquisitions,
including $17.3 million for land and $22.1 million for buildings. In addition to these acquisitions, the Company
incurred $40.1 million of capital expenditures, primarily including the purchase of furniture fixtures and
equipment and construction or renovation facilities, and $26.7 million of purchases of land or existing buildings.
During the year, the Company determined that certain of its real estate investments, which qualified as
held-for-sale assets at December 31, 2010, no longer met the held-for-sale criteria. These assets were reclassified
at their current book value to property and equipment. Also in 2011, the Company determined that a certain real
estate investment qualified as held-for-sale. The Company adjusted the carrying values of the assets to their
estimated fair market values, as determined by third-party appraisals and brokers’ opinions of values and
recorded $3.2 million of pre-tax non-cash asset impairment charges. Subsequently, in 2011, the plan to dispose of
the real estate investment was terminated due to non-performance on the buyer’s part. As a result, the real estate
investment no longer qualified as held-for-sale and the assets were reclassified as held-for-use prior to
December 31, 2011 and reclassified at the current book value to property and equipment in the Consolidated
Balance Sheet. Further, during 2011, the Company sold one non-operational dealership facility that qualified for
held-for-sale as of December 31, 2010 for $4.1 million. Refer to Note 15, “Asset Impairments,” for further
discussion.

During 2010, the Company acquired $9.5 million of fixed assets associated with dealership acquisitions,
including $4.2 million for land and $2.7 million for buildings. In addition to these acquisitions, the Company
incurred $28.9 million of capital expenditures, primarily including the purchase of furniture fixtures and
equipment and construction or renovation facilities, and $40.2 million of purchases of land or existing buildings.
During 2010, the Company disposed of $25.4 million of fixed assets associated with dealership disposals,
including $24.1 million for land and buildings. In addition, as of December 31, 2010, certain non-operational
dealership facilities and properties that are marked for sale no longer met the criteria to be classified as
held-for-sale assets. As such, the Company reclassified the current book value of these assets, or $18.0 million, to
property and equipment in its Consolidated Balance Sheet.

Depreciation and amortization expense, including amortization of capital leases, totaled $27.1 million,
$26.5 million, and $25.8 million for the years ended December 31, 2011, 2010, and 2009, respectively. As of
December 31, 2011 and 2010, $45.6 million and $45.0 million of buildings were recorded under capital leases
included in property, plant and equipment, before accumulated depreciation, respectively.
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11. CREDIT FACILITIES

The Company has a $1.35 billion revolving syndicated credit arrangement with 21 financial institutions,
including four manufacturer-affiliated finance companies. The Company also has a $150.0 million floorplan
financing arrangement with Ford Motor Credit Company (“FMCC Facility”), as well as arrangements with BMW
Financial Services for financing of its new and used vehicles in the U.K. and with several other automobile
manufacturers for financing of a portion of its rental vehicle inventory. Within the Company’s Consolidated
Balance Sheets, Floorplan Notes Payable — Credit Facility reflects amounts payable for the purchase of specific
new, used and renta] vehicle inventory (with the exception of new and rental vehicle purchases financed through
lenders affiliated with the respective manufacturer) whereby financing is provided by the Revolving Credit
Facility. Floorplan Notes Payable — Manufacturer . Affiliates reflects amounts payable for the purchase of
specific new vehicles whereby financing is provided by the FMCC Facility, the financing of new -and used
vehicles in the U.K. with BMW Financial Services and the financing of rental vehicle inventory with several
other manufacturers. Payments on the floorplan notes payable are generally due as the vehicles are sold. As a
result, these obligations are reflected on the accompanying Consolidated Balance Sheets as current liabilities.
The outstanding balances under these financing arrangements were-as follows:

December 31,
2011 2010
. . (In thousands).
Floorplan notes payable — credit facility
New vehicles . ... ov vt it e e e edees e - $603313 $586,513
Usedvehicles ...ttt R 98,587 93,085
Rental vehicles ........... R 17,045 10,453
Floorplan offset . .. ....ovvert i R (109,207)  (129,211)
Total ................. U O $ 609,738~ $560,840
Floorplan notes payable — manufacturer affiliates . , - f ' v -
FMCCFaCIlity ...ttt ia it e e i e e e $ 107,587 $ 56,297
Other and rental vehicles ................ B U LR 48,393 47,048
Total ... PURTR e  $155980  $ 103,345

Revolving Credit Facility

Effective July 1, 2011, the Company amended and restated its revolving syndicated credit arrangement with
21 financial institutions including four manufacturer-affiliated finance companies (“Revolving Credit Facility”).
The Revolving Credit Facility expires on June 1, 2016 and consists of two tranches: $1.1 billion for vehicle
inventory floorplan financing (“Floorplan Line”) and $250.0 million for working capital, including acquisitions
" (*Acquisition Line”). Up to half of the Acquisition Line can be borrowed in either Euros or Pound Sterling. The
capacity under these two tranches can be re-designated within the overall $1.35 billion commitment, subject to
the original limits of a minimum of $1.1 billion for the Floorplan Line and maximum of $250.0 million for the
Acquisition Line. The Revolving Credit Facility can be expanded to its maximum commitment of $1.6 billion,
subject to participating lender approval: The Floorplan Line bears interest at-rates equal to one-month LIBOR
plus 150 basis points for new vehicle inventory and one-month LIBOR plus 175 basis points for used vehicle
inventory. The Acquisition Line bears interest at the one-month LIBOR plus a margin that ranges from- 150 to
250 basis points, depending on the Company’s leverage ratio. The Floorplan Line also requires a commitment fee
of 0.20% per annum on the unused portion. The Acquisition Line requires a commitment fee ranging from 0.25%
to 0.45% per annum, depending on the Company’s leverage ratio, based on a minimum commitment of $100.0
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million less outstanding borrowings. In conjunction with the Revolving Credit Facility, the Company has $6.6
million of related unamortized costs as of December 31, 201,1 that are being amortized over the term of the
facility.

After considering outstanding balances of $609.7 million at December 31, 2011, the Company had
$490.3 million of available floorplan borrowing capacity under the Floorplan Line. Included in the
$490.3 million available borrowings under the Floorplan Line was $109.2 million of immediately available
funds. The weighted average interest rate on thé Floorplan Line was 1.8% as of December 31, 2011, excluding
the impact of the Company’s interest rate swaps. Amounts borrowed by the Company under the Floorplan Line
of the Revolving Credit Facility for specific vehicle inventory are to be repaid upon the sale of the vehicle
financed, and in no case is .a borrowing for a vehicle to remain outstanding for greater than one year. With
regards to theé Acquisition Line, no borrowings were outstanding as of December 31, 2011. After considering
$24.3 million of outstanding letters of credit and other factors included in the Company’s available borrowing
base calculation, there was $225.7 million of available borrowing capacity under the Acquisition Line as of
December 31, 2011. The amount of available borrowing capacr[y under. the Acquisition Line was limited from
time to time based upon certain debt covenants.

All of the Company’s domestic dealership-owning subsidiaries are co-borrowers under the Revolving Credit
Facility. The Revolving Credit Facility contains a number of significant covenants that, among other things,
restrict the Company’s ability to make disbursements outside of the ordinary course of business, dispose of
assets, incur additional indebtedness, create liens on assets, make investments and engage in mergers or
consolidations. The Company is also required to comply with specified financial tests and ratios defined in the
Revolving Credit Facility, such as fixed charge coverage, total leverage, and senior secured leverage. Further, the
Revolving Credit Facility restricts the Company’s ability to make certain payments (such as dividends or other
distributions of assets, properties, cash, rights, obligations or securities) but excludes Restricted Payments. The
Restricted Payments shall not exceed the sum of $100.0 million plus (or minus if negative) (a) one-half of the
aggregate consolidated net income of the Company for the period beginning on January 1, 2011 and ending on
the date of determination and (b) the amount of net cash proceeds received from the sale of capital stock on or
after January 1, 2011 and ending on the date of determination (“Restricted Payment Basket”). For purposes of the
calculation of the Restricted Payment Basket, net income represents such amounts per the consolidated financial
statements adjusted to-exclude the Company’s foreign operations, non-cash interest expense, non-cash asset
impairment charges, and non-cash stock-based compensation. As of December 31, 2011, the Restricted Payment
Basket totaled $85.0 million. The amount of Restricted Payments allowed under the Revolving Credit Facility
equals the Restricted Payments allowed under the Mortgage Facility.

As of December 31, 2011 and 2010, the Company was in compliance with all applicable covenants and
ratios under the Revolving Credit Facility. The Company’s obligations under the Revolving Credit Facility are
“secured by essentially all of the Company’s domestic personal property (other than equity interests in dealership-
owning subsidiaries) including all motor vehicle inventory and proceeds from the d1spos1t10n of dealership-
owning subsidiaries.

Ford Motor Credit Company Eacility

The FMCC Facility provides for the financing of, and is collateralized by, the Company’s Ford new vehicle
inventory, including affiliated brands. This arrangement provides for $150.0 million of floorplan financing and is
an evergreen arrangement that may be canceled with 30 days notice by either party. As-of December 31, 2011,
the Company had an outstanding balance of $107.6 miilion, with an available floorplan borrowing capacity of
$42.4 million. This facility bears interest at a rate of Prime plus 150 basis points ‘minus certain incentives;
however, the prime rate is defined to be a minimum of 3.75%. As of December 31, 2011 and 2010, the interest
rate'on the FMCC Facility was 5.25% before considering the applicable incentives.
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Other Credit Facilities

The Company has a credit facility with BMW Financial Services for the financing of new, used and rental
vehicle inventories related to its U.K. operations. This facility is an evergreen arrangement that may be canceled
with notice by either party and bears interest of a base rate, plus a surcharge that varies based upon the type of
vehicle being financed. Dependent upon the type of inventory financed, the interest rates charged on borrowings
outstanding under this facility ranged from 0.2% to 3.5%, as of December 31, 2011.

Excluding rental vehicles financed through the Revolving Credit Facility, financing for rental vehicles is
typically obtained directly from the automobile manufacturers. These financing arrangements generally require
small monthly payments and mature in varying amounts over the next two years. As of December 31, 2011, the
interest rate charged on borrowings related to the Company’s rental vehicle fleet ranged from 2.5% to 6.8%.
Rental vehicles are typically transferred to used vehicle inventory when they are removed from rental service and
repayment of the borrowing is required at that time.

12. LONG TERM DEBT

The Company carries it long-term debt at face value, net-of applicable discounts. Long-term debt consisted
of the following:

December 31,
2011 2010
(In thousands)
2.25% Convertible Senior Notes due 2036 (principal of $182,753 at December 31 2011 '
and 2010, 1eSPECtiVELY) . . ..ot e e e e $144,985 $138,155
3.00% Convertible Senior Notes due 2020 (principal of $115, 000 at December 31, 2011 .
and 2010, respectively) .......... e eeie e et ees e 77,401 74,365
Mortgage Facility .. ... ... i e e e i 41,003 42.600
Other Real Estate Related and Long-TermrDebt & .. .....oviiiuivin oo iins. A, 194,580 170,291
Capital lease obligations related to real estate, maturing in varying amounts through -
November 2032 with a weighted average interest rate of 9. 4% .................... 39,295 40,728
o o : . 497,264 466,139
Less current maturities of mortgage facility and other 1ong-tefm debt................. 14,663 53,189

$482,601 $412,950

2.25% Convertible Senior Notes

The Company’s outstanding 2.25% Notes bear interest at a rate of 2.25% per year until June 15, 2016, and
at a rate of 2.00% per year thereafter. Interest on the 2.25% Notes are payable semiannually-in arrears in cash on
June 15th and December 15th of each year. The 2.25% Notes mature on June 15, 2036, unless earlier converted,
redeemed or repurchased.

The Company may redeem all or part of the 2.25% Notes if the last reported sale price of the Company’s
common stock is greater than or equal to 130% of the conversion price then in effect for at least 20 trading days
within a period of 30 consecutive trading days ending on the trading day prior to the date on which the Company
mails the redemption notice. On or after June 15, 2016, the Company may redeem all or part of the 2.25% Notes
at ‘any time. Any redemption of the 2.25% Notes will be for cash at 100% of the principal amount of the
2.25% Notes to be redeemed, plus accrued and unpaid interest to, but excluding, the redemption date. Holders of
the 2.25% Notes may require the Company to repurchase all or a portion of the 2.25% Notes on each of June 15,
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2016, and June 15, 2026. In addition, if the Company experiences specified types of fundamental changes,
holders of the 2.25% Notes may require the. Company to repurchase the 2.25% Notes. Any repurchase of the
2.25% Notes pursuant to these provisions will be for cash at a price equal to 100% of the principal amount of the
2.25% Notes to be repurchased plus any accrued and unpald interest to, but excluding, the purchase date.

The holders of the 2.25% Notes who convert their notes in connection with a change in control, or in the
event that the Company’s common stock ceases to be listed, as defined in the 2.25% Notes Indenture, may be
entitled to a make-whole premium in the form of an increase in the conversion rate. Additionally, if one of these
events were to occur, the holders of the 2.25% Notes may require the Company to purchase all or a portion of
their note$ at a purchase price equal to 100% of the prm01pal amount of the 2.25% Notes, plus accrued and
unpald interest, if any.

‘The 2. 25 % Notes are convertlble into cash and, if apphcable common.stock based on an initial conversion
rate of 16.8267 shares of common stock per $1,000 principal amount of the 2.25% Notes (which is equal to an
initial conversion price of approximately $59.43 per common share) subject to adjustment, including a quarterly
cash dividend in excess of $0.14 per share, under the following circumstances: (1) during any calendar quarter
(and only during such calendar quarter) beginning after September 30, 2006, if the closing price of the
Company’s common stock for at least 20 trading days in the 30 consecutive trading days ending on the last
trading day of the immediately preceding calendar quarter is equal to or more than 130% of the applicable
conversion price per share (such threshold closing price initially being $77.26); (2) during the five business day
period after'any ten consecutive trading day period in which the trading price per 2.25% Note for each day of the
ten day tradlng period was less than 98% of the product of the closing sale price of the Company’s common
stock and the conversion rate of the 2.25% Notes; (3) upon the occurrence of specified corporate transactions set
forth in the 2.25% Notes Indenture; and (4) if the Company calls the 2.25% Notes for redemption. Upon
conversion, a holder will receive an amount in cash and common shares of the Company’s common stock,
determined in the manner set forth in the 2.25% Notes Indenture. Upon any conversion of the 2.25% Notes, the
‘Company will deliver to converting holders a settlement amount comprised of cash and, if applicable, shares of
the Company’s. common stock, based on a conversion value determined by multiplying the then applicable
conversion rate by a volume weighted price of the Company’s common stock on each trading day in a specified
25 trading day observation period. In general, as described more fully in the 2.25% Notes Indenture, converting
holders will receive, in respect of each $1,000 principal amount of notes being converted, the conversion value in
cash up to $1,000 and the excess, if any, of the conversion value over $1,000 in shares of the Company’s
common stock. None of the conversion features of the Company’s 2.25% Notes were triggered in 2011.

-The net proceeds from the issuance of the 2.25% Notes were used to repay borrowings under the Floorplan
Line of “the Company’s Credit Facility, which may be re-borrowed; to repurchase 933,800 shares of the
Company’s common stock for $50.0 million; and to pay the approximate $35.7 million net cost of the purchased
options and warrant transactions described below. Underwriter’s fees, originally recorded as a reduction of the
2.25% Notes balance, totaled $6.4 million and are being amortized over a period of ten years (the point at which
the holders can first require.the Company to redeem the 2.25% Notes). The amount to be amortized each period
is calculated using the effective interest method. Debt issuance costs, originally recorded in Other Assets on the
Consolidated Balance Sheets, totaled $0.3 million and are also being amortized over a period of ten years using
the effective interest ‘method. The adoption and retrospective application of accounting guidance that was
effective on January 1, 2009, required an entity to separately account for the liability and equity component of a
convertible debt instrument in a manner that reflects the issuer’s economic intérest cost. As a result, a portion of
the. underwrrter s fees and debt i issuance costs was reclassified as Additional Paid-In Capltal in the Consolidated
Balance Sheet of the Company See further drscuss1on below. .

The 2.25% Notes rank equal in right of payment to all of the Company’s other existing and future senior
indebtedness. The 2,25% Notes are not guaranteed by any of the Company’s subsidiaries and, accordingly, are
structurally subordinated to all of the indebtedness and other liabilities of the Company’s subsidiaries.
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In connection with the issuance of the 2.25% Notes, the Company purchased ten-year.call options on its
common stock (“2.25% Purchased Options”). Under the terms of the 2.25% Purchased Options, which become
exercisable upon conversion of the 2.25% Notes, the Company has the right to purchase a total of approximately
4.8 million shares of its common stock at a purchase price of $59.43 per share, subject to adjustment for quarterly
dividends in excess. of $0.14 per common share. The total cost of the 2.25% Purchased Options was
$116.3 million, which was recorded as a reduction to additional paid-in capital. The cost of the 2.25% Purchased
Options will be deductible as original issue discount for income tax purposes over the expected life of the
2.25% Notes (ten years); therefore, the Company established a deferred tax asset, with a corresponding increase
to additional paid-in capital in 2006.

In addition to the purchase of the Purchased Options, the Company sold warrants, in. separate transactions
(“2.25% Warrants™). These 2.25% Warrants have a ten year term and enable the holders to acquire shares of the
Company’s common stock from the Company. The 2.25% Warrants are exetcisable for a maximum of —
4.8 million shares of the Company’s common stock at an exercise price of $80.31 per share, subject to
adjustment for quarterly dividends in excess of $0.14 per quarter, liquidation, bankruptcy, or a change in control
of the Company and other conditions, including the failure by the Company to deliver registered securities to the
purchasers upon exercise. Subject to these adjustments, the maximum amount of shares of the Company’s
common stock that could be required to be issued under the 2.25% Warrants is 9.7 million shares. On exercise of
the 2.25% Warrants, ‘the Company will settle the difference between the then market price and the strike price of
the 2.25% Warrants'in"shares of its Common Stock. The proceeds from the sale of the 2.25% Warrants were
$80.6 million, which were recorded as an increase to additional paid-in. :

Future changes in the Company s share price will have no effect on the carrymg value of the 225%
Purchased Options or the 2. 25% Warrants The 2.25% Purchased Options and thé 2:25% Warrants are subject to
early expiration upon the occurrence of certain events’ that may or may not be within the Comipany’: s control.
Should there be an early termination of the 2.25% Purchased Options or the 2.25% Warrants prior to the
conversion of the 2.25% Notes from an event outside of the Company’s control, the amount of shares potentially
due to or due from the Company under the 2.25% Purchased Options or the 2.25% Warrants will be based solely
on the Company’s common stock price, and the amount of time remaining on the 2.25% Purchased Options or
the 2.25% Warrants and will be settled in shares of the Company’s common stock. The 2.25% Purchased Option
and 2.25% Warrant transactions were designed to increase the initial conversion price per share of the
Company’s common stock from $59.43 to $80.31 (a 50% premium to the closing price of the Company’s
common stock on the date that the 2.25% Notes were priced to investors) and, therefore, mitigate the potent1al
dilution of the Company’s common stock upon conversion of the 2.25% Notes, if any.

During 2011 and 2010, the Company did not repurchase any of its 2.25% Notes. During 2009 the Company
repurchased $41.7 million par value of the 2.25% Notes for $20.9 million in cash and realized a net gain of
$8.7 million which is included in the Consolidated Statements of Operations. In conjunction with the
repurchases, $0.4 million of the consideration was attributed to the repurchase of the equity component of the
2.25% Notes and, as such, was recognized as an adjustment to additional paid-in-capital, net of income ‘taxes, and
$12.6 million of unamortized-discount, underwriters’ fees and debt issbance costs were written off.
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As of December 31, 2011 and 2010, respectively, the carrymg value of the 2.25%. Notes, related discount
and equity component consisted of the following:

December 31,

2011 2010
. . - ‘ (In thousands) v

Carrying amount of equity COMPONENL . ... ... iuvinienrrnnennenenns $65270  -$ 65,270 .
Allocated underwriter fees, netoftaxes .................. I (1,475) (1,475)
“Allocated debt issuance cost, netof taxes . ........................ . (58) - (58)

Total net equity COMPONENt . . .. ... v'tvveeen e iiaeeeinnanannns S $ 63,737 : $:63,737
Deferred income taX COMPONENL .. ... vvvvverreiee ey nneeeinain... $'13,45,2 $ 15.,855-
Principal amount of 2.25% Notes ......... e e $182,753  $182,753
Unamortized diSCOURE «.. ... .ooveniieeiiie e (36,344) (42,916)
Unamortized underwriter fees ... ... ..ooie it i (1,424) (1,682) -

Net carrying amount of liability component ................... SO $144,985  $138,155
Net impact on retained earnings ........ e O S $(41,426).$ (37,420)
Unamortized debt iSSUANCE COSE - . .o v v e e seseeneeennn. e .. $ 56 $ 67

For the years ended December 31, 2011, 2010, and 2009, the contractual interest expenSe ahd the discount
amortization, which is recorded as interest expense in the accompanymg Consolidated Statements of Operations,
were as follows:

Year Ended December 31,
2011 2010 T 2009
) ‘ (Dollars in thousands) ‘
Year-to-date contractual interest éxpense . ... ..... e ... $4119  $4,119  $4.367
Year-to-date discount amortization( . e T ... $6409 $5819  $5,391
Effective interest rate of liability component ... ....... P o 17% 7.7% 7.7%

(1) Represents the incremental impact of the accounting for convertible debt as primarily codified in ASC 470. As'of Decémber 31, 201"1, the
Company anticipates that the average annual impact over the remaining term of the 2.25% Notes will increase by approximately $0.6
million. ' ‘ '

3.00% Convertible Senior Notes

. The Company’s outstanding 3.00% Notes bear interest at a rate of 3.00% per annum until maturity. Interest
is payable semiannually in arrears on March 15 and September 15 of each year. If and when the 3.00% Notes are
converted, the Company will pay cash for the principal amount of each Note and, if applicable, shares of its
common stock based on a daily conversion value calculated on a proportionate basis for each volume weighted
average price (“VWAP”) trading day (as defined in the indenture governing the 3.00% Notes) in the relevant 25
VWAP trading day observation period. In general, as described more fully in the indenture, converting holders
will receive, in respect of each $1,000 principal amount of notes being converted, the conversion value in cash up
to $1,000 and the excess, if any, of the conversion value over $1,000 in shares of the Company’s common stock.
The 3.00% Notes mature on March 15, 2020, unless earlier repurchased or converted in accordance with their
terms prior to such date.
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The initial conversion rate for the 3.00% Notes was 25.8987 shares of common stock per $1,000 principal
amount of 3.00% Notes, which was equivalent to an initial. conversion price of $38.61 per share.-As of
December 31, 2011, the conversion rate was 26.264 shares of common stock per $1,000 principal amount of
3.00% Notes, equivalent to a per share stock price of $38.08, which was reduced as the result of the Company’s
decision to pay cash dividends during the year. If any cash dividend or distribution is made to all, or substantially
all, holders of the Company’s common stock in the future, the conversion rate will be adjusted based on the
formula defined in the indenture. :

The 3.00% Notes are convertible into cash and, if applicable, common stock based on the conversion rate,
subject.to adjustment, on the business day preceding September 15, 2019, under the following circumstances:
(1) during any fiscal quarter (and only during such fiscal quarter) beginning. after June 30, 2010, if the last
reported sale price of the Company’s common stock for at least 20 trading days in the period of 30 consecutive
trading days ending on the last trading day of the immediately: preceding fiscal quarter is equal to or-more than
130% of the applicable conversion price per share (or $49.50 as of December 31, 2011); (2) during the five
business day period after any ten consecutive trading day period in which the trading price per $1,000 principal
amount of 3.00% Notes for each day of the ten day trading period was less than 98% of the product of the last
reported sale price of the Company’s common stock and the conversion rate of the 3:00% Notes on that day; and
(3) upon .the occurrence of specified corporate transactions. set forth in the 3.00% Notes. indenture. Upon
conversion, a holder .will receive an amount in cash and common shares of the Company’s common stock,
determined in the manner set forth in the 3.00% Notes Indenture. None of the conversion features of the
Company’s 3.00% Notes were triggered in 2011, '

‘The Company may not redeem the 3.00% Notes prior to the maturity date. Holders of the 3.00% Notes Iﬁéy
require the Company to repurchase all or a portion of the 3.00% Notes on or after September 15, 2019. If the
Company experiences specified types of fundamental changes, as defined in the 3.00% Notes Indenture, holders
of 3.00% Notes may require the Company to repurchase the 3.00% Notes. Any repurchase of the 3.00% Notes
pursuant to this provision will be for cash at a price equal to 100% of.the principal-amount of the 3.00% Notes to
be repurchased plus  any accrued and unpaid interest.to, but excluding, the purchase.date. Additionally, in the
event of a make-whole fundamental change, as defined in the 3.00% Notes Indenture, the holders. of the 3.00%
Notes may be entitled to a make-whole premium in the form of an increase in the conversion rate:

The net proceeds from the issuance of the 3.00% Notes were used to redeem the Company’s then
outstanding 8.25% Notes, which were redeemed on March 30, 2010 at a redemption price of 102.75% plus
accrued interest, and to pay the $16.6 million net cost of the convertible note hedge transactions (after such cost
was partially offset by the proceeds to the Company from the sale of the warrant transactions described below).
Underwriters’ fees totaled $3.5 million, a portion of which were recorded as a reduction of the 3.00% Notes
balance, and are being amortized over a period of ten years. The remainder was recognized as a reduction of
Additional Paid-In Capital in the Consolidated Balance Sheet. The amount to be amortized each period is
calculated using the effective interest method. Debt issuance costs totaled $0.5 million, a portion of which were
recorded in Other Assets in the Consolidated Balance Sheet, and are also being amortized over a period of ten
years using the effective interest method. The remainder was recognized as a reduction of Additional Paid-In
Capital in the Consolidated Balance Sheet. ’

The 3.00% Notes rank equal in right of payment to all of the Company’s other existing and future senior
indebtedness. The 3.00% Notes are not guaranteed by any of the Company’s subsidiaries and, accordingly, are
structurally subordinated to all of the indebtedness and other liabilities of the Company’s subsidiaries. The 3.00%
Notes will also be effectively subordinated to all of the Company’s secured indebtedness.

In connection with the issuance of the 3.00% Notes, the Company purchased ten-year call options on its
common stock (“3.00% Purchased Options”). Under the terms of the 3.00% Purchased Options, which become
exercisable upon conversion of the 3.00% Notes, the Company has the right to purchase a total of 3.0 million
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shares of its common stock at the conversion.price then in effect. The exercise price is subject to certain
adjustments that mirror the adjustments to the conversion price of the 3.00% Notes (including payment of cash
dividends). The total cost:of the 3.00% Purchased Options was $45.9 million, which was recorded as a reduction
to additional paid-in-capital in the accompanying Consolidated Balance Sheet. The cost of the 3.00% Purchased
Options will be deductible as original issue discount for income tax purposes over the life. of the 3.00% Notes
(ten years); therefore, the Company has established.'a deferred tax asset, with a corresponding increase to
additional paid-in capital, in the accompanying Consolidated Balance Sheet.

In addition to the purchase of the 3.00% Purchased Options, the Company sold warrants in separate
transactions. The 3.00% Warrants have a ten-year term and enable the holders to acquire.shares of the
Company’s common - stock from the Company. The 3.00% Warrants are exercisable for a maximum of
3.0 million shares. of the Company’s common stock at an initial exercise price of $56.74 per share, which is an.
80% premium to the closing price of the Company’s common stock on the date that the 3.00% Notes were priced
to-investors. The exercise price is subject to adjustment for quarterly dividends, liquidation, bankruptcy, or a
change in control of the Company and other conditions, including a failure by the Company to deliver registered
securities to the purchasers upon exercise. Subject to these adjustments, the maximum amount of shares of the
Company’s common $tock that could be required to be issued under the 3.00% Warrants is 5.3 million shares.-On
exercise of the 3.00% Warrants, the Company will settle the difference between the then market price and the
strike price of the 3.00% Warrants in shares of the Company’s common stock. The proceeds from the sale of the
3.00% Warrants were $29.3 million, which were recorded as an increase to additional paid-in capital in the
accompanying Consolidated Balance Sheet. As a result of the Company’s decision to pay cash dividends during
the year, the exercise price was $55.95 as of December 31, 2011, and the maximum number of shares issuable
under the 3.00% warrants did not materlally change. If any cash dividend or dlStI‘IbllthIl is made to all, or
substantially all, holders of the Company’s common stock in the future, the conversion rate will be adjusted
based on the formula defined in the 3.00% Notes Indenture.

The 3.00% Purchased Options and 3 00% Warrants were des1gned to increase the conversion price per share
of our commeon stock,-and therefore, mitigate the potential dilution of our common stock upon conversion of the
3.00% Neotes, if any. As of December 31, 2011, the impact. of the 3.00% Purchased Options and 3. OO% Warrants
increased the conversion price of the Company’s common stock from $38.08 to $55.95. -
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The Company determined the discount applicable to its 3.00% Notes using the estimated effective interest
rate for similar debt with no convertible features. The interest rate of 8.25% was estimated by receiving a range
of quotes from the underwriters of the 3.00% Notes for the estimated rate that the Company could reasonably
expect to issue non-convertible debt for the same tenure. The effective interest rate differs from the 8.25%, due to
the impact of underwriter fees associated with this issuance that were capltahzed as an additional discount to the
3.00% Notes and are being amortized to interest expense throtigh 2020. The effective interest rate may change in
the future as a result of future repurchases of the 3:00% Notes. The Company utilized a ten- year term for the
assessment of the fair value of its 3.00% Notes. As of December 31, 2011 and 2010, the carrymg value of the
3. .00% Notes, related dlscount and equlty component con51sted of the foIIowmg

December 31,
2011 2010
(In th(;usands)

Carrying amount of equity.component .....:..... . iy deewes i, w..noo $.25359 % 25,359
Allocated underwriter fees, net of taxes . ...v. . i v ..t e RS (760)- -~ . (760)
Allocated debt issuance cost, net of taxes ........ R T PR , (112) (112)
Total net equity.component . . . . ... .. PR e e $ 24487 - $ 24,487
Deferred income tax component . . . . . . e e o $ 12,956 '$°13,971
Principal amount 0f 3.00% NOtES . ...ttt et $115,000 $115,000
Unamortized discount ........ e e (35,638) (38,516)
Unamortized underwriter fees .. ... .o vt vt oot s Fa e A (1,961 . (2,119)
Net carrying amount of liability component . ............ e .. coee.o $.77401 § 74,365
Net impact on retained eamings . ..........: I T L $ (2893) $ ( 1,202)
Unamortized debt issuance cost . . . . .. e o e - $ 28 $ 313

For the years ended December 31, 2011 and 2010, the contractual interest expense and the discount
amortization, which is recorded as interest expense in the accompanymg Consohdated Statements of Operations,
were as follows:

Year Ended December 31,
2011 © 2010
(Dollars in thousands)
Year-to-date contractual interest eXpense . .. ......covernneennan. .. $3,461 $2,685
Year-to-date discount amortization® . ... ... .o .. i e e . $2,706 o $1,923
Effective interest rate of liability component . .. ..... PR N ‘ 8.6% 8:6%

0 Represents the incremental impact of the accounting for convertible debt as primarily codified in ASC 470. As of December 31, 2011,
the Company anticipates that the average annual impact over the remaining term of the 3.00% Notes will increase by approximately $0.4
million. ) ’ '

" 8.25% Senior Subordinated Notes

On March 30, 2010, the Company completed the redemption of its then outstanding $74.6 million face value
of 8.25% Notes at a redemption price of 102.75% of the principal amourit of the notes, utilizing proceeds from its
3.00% Notes offering. The Company incurred a $3.9 million pretax charge in completing the redemption,
consisting of a $2:1 million redemption premium, a $1.5 million write-off of unamortized bond discount and
deferred costs and $0.3 million of other debt extinguishment costs. Total cash used in completmg the redemption,
excluding accrued interest of $0.8 million, was $77.0 million. :
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Real Estate Credit Facility

. On December 29, 2010, the Company amended and restated its $235.0 million five-year real estate credit
facility with Bank of America, N.A. and Comerica Bank. As amended and restated, the Real Estate Credit
Facility (“Mortgage Facility”) provides for $42.6 million of term loans, with the right to expand to $75.0 million
provided that (i) no default or event of default exists under the Mortgage Facility; (ii) the Company obtains
commitments from the lenders who would qualify as assignees for such increased amounts; and, (iii) certain
other agreed upon terms and conditions have been satisfied. This facility is guaranteed by the Company and
substantially all of the domestic subsidiaries of the Company and is secured by the relevant real property owned
by the Company that is mortgaged under the Mortgage Facility. The Company capitalized $0.9 million of debt
issuance costs related to the Mortgage Facility that are being amortized over the term of the facility, $0.8 million
of which were still unamortized as of December 31, 2011.

As amended and restated, the Mortgage Facility provides for only term loans and no longer has a revolving
feature. The interest rate is equal to (i) the per annum rate equal to one-month LIBOR plus 3.00% per annum,
determined on the first day of each month, or (ii) 1.95% per annum in excess of the higher of (a) the Bank of
America prime rate (adjusted daily on the day specified in the public announcement of such price rate), (b) the
Federal Funds Rate adjusted daily, plus 0.5% or (c) the per annum rate equal to one-month LIBOR plus
1.05% per annum. The Federal Funds Rate is the weighted average of the rates on overnight Federal funds
transactions with members of the Federal Reserve System arranged by Federal funds brokers on such day, as
published by the Federal Reserve Bank of New York on the business day succeeding such day.

The Company is required to make quarterly principal payments equal to 1.25% of the principal amount
outstanding, which began in April 2011, and is required to repay the aggregate principal amount outstanding on
the maturity date, which is December 29, 2015. During the year ended December 31, 2011, the Company made
principal payments of $1.6 million on outstanding borrowings from the Mortgage Facility. As of December 31,
2011, borrowings under the amended and restated Mortgage Facility totaled $41.0 million, with $2.1 million
recorded as a current maturity of long-term debt in the accompanying Consolidated Balance Sheet.

The Mortgage Facility also contains usual and customary provisions limiting the Company’s ability to
engage in certain transactions, including limitations on the Company’s ability to incur additional debt, additional
liens, make investments, and pay distributions to its stockholders. In addition, effective December 31, 2011, the
Mortgage Facility was amended to require certain financial covenants that are identical to those contained in the
Company’s Revolving Credit Facility.

Real Estate Rélated Debt

The Company has entered into separate term mortgage loans with three of its manufacturer-affiliated
finance partners — Toyota Motor Credit Corporation (“TMCC”), Mercedes-Benz Financial Services USA, LLC
(“MBFS”), BMW Financial Services NA, LLC (“BMWEFS”) and a third-party financial institution (collectively,
“Real Estate Notes”). The Real Estate Notes may be expanded, are on specific buildings and/or properties, and
are guaranteed by the Company. Each loan was made in connection with, and is secured by mortgage liens on,
the relevant real property owned the Company that is mortgaged under the Real Estate Notes. The Real Estate
Notes bear interest at fixed rates between 4.62% and 5.47%, and at variable indexed rates plus between 2.25%
and 3.35% per annum. The Company capitalized $1.3 million of related debt issuance costs related to the Real
Estate Notes that are being amortized over the terms of the notes, $1.2 million of which were still unamortized as
of December 31, 2011. ' '

" The loan agreements with TMCC consist of five term loans, one of which was added during 2011 for $10.9
million. As of December 31, 2011, $37.7 million was outstanding with $1.1 million classified as cuirent
compared to $27.5 million outstanding with $0.5 million classified as current as of December 31, 2010. The
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maturity dates vary from two to seven years and provide for monthly payments based on a 20-year amortization
schedule.. These five loans are cross-collateralized and cross-defaulted with each other. During the first three
months of 2011, the loan agreements were amended to also be cross-defaulted with the Revolving Credit Facility.

The loan agreements with MBFS consist of three term loans. As of December 31, 2011, $48.6 million was
outstanding with $1.5 million classified as current as compared to $50.0 million outstanding with $1.5 million
classified-as current as of December 31, 2010. The agreements provide for monthly payments based on a 20-year

amortization schedule and have a maturity date of five years. These three loans are cross-collateralized and cross-
defaulted ‘with each other. They are also cross-defaulted with the Revolving Credit Facility.

The loan agreements with BMWES consist of 13 term loans, one of Wthh was added during 2011 for $5.4
million. As of December 31, 2011, $70.5 million was outstanding with $3.4 million classified as current as
compared to $68.5 million outstanding with $3.3 million classified as current as of December 31, 2010. The
agreements provide for monthly payments based on a 15-year amortization schedule and have a maturity-date of
seven years. In the case of three properties owned by subsidiaries, the applicable loan is also guaranteed by the
subsidiary real property owner. These 13 loans are cross-collateralized with each other. In addition, they are
cross-defaulted with each other, the Revolving Credit Facility, and certain dealershlp franchlsmg agreements
with BMW of North America, LLC. 4 :

The loan agreements with a third-party financial institution consist of three term loans for an aggregate
pnnc1pa1 amount of $16.5 million, to finance real estate ass0c1ated with three of the Company’s dealerships. The
loans are repaid in monthly installments that began in September 2011, and mature in August 2016. As of
December 31, 2011, borrowings under these notes totaled $16.2 million, with $0.8 m1111on classified as a current
maturity of long-term debt in the accompanying Consolidated Balance Sheets. These three loans are cross-
defaulted with the Revolving Credit Facility. ' '

In October 2008, the Company executed a note agreement with a third-party financial institution for an
aggregate principal amount of £10.0 million (“Foreign Note”), which is secured by the Company’s foreign
subsidiary properties. The Foreign Note is being repaid in monthly installments that began in March 2010 and
matures in August 2018. As of December 31, 2011, borrowings under the Foreign Note totaled $12.1 million,
with $1.8 million classified as a current maturity of long-term debt in the accompanying Consohdated Balance
Sheets.

All Long-Term Debt

Total interest expense on the 3.00% Notes and the 2.25% Notes and the 8.25% Notes for the years ended
December 31, 2011, 2010 and 2009 was $7.6 million, $8.3 million and $10. 5 million, excluding amortization
cost of $9.9 million, $8.5 million and $5.9 million, respectively.

Total interest expense on the Mortgage Facility, real estate related debt, and Acquisition Line for the years
ended December 31, 2011, 2010 and 2009, was $4.1 million, $4.1 million and $4.3 million, excluding
amortization cost of $0.5 million, $0.5 million and $0.6 million, respectively. Also excluded is the impact of the
interest rate derivative instruments related to the Mortgage Facility of $1.0 million, $3.0 million and $3.2 million
for the years ended December 31, 2011, 2010, and 2009 respectively.

In addition, the Company incurred $10.7 million, $2.8 million and $4.8 million of total interest expense
related to capital leases and various other notes payable, net of interest income, for the years ended December 31,
2011, 2010, and 2009, respectively.

The Company capitalized $0.6 million, $0.1 million, and $0.2 million of interest on constructlon projects in
2011, 2010 and 2009, respectively.
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‘The aggregate annual maturities of long-term debt for the next five years are as follows:

Total
{In thousands)
Year Ended December 31, S : v . , :

2012 o e e $ 14,663
2013 . PR S B S - 18,720
2014 ... S AT e -. 20,521

2015 .......... I . 57,545
12016 ....... e i e U ‘ 59,431
Thereafter ... .. e SR e SRUDRER 326,384

Total .. ..ovven... S e earieaies et et e e e et tr e e e . $497,264

13 FAIR VALUE MEASUREMEN TS

ASC 820 defines fair value as the price that would be received in the sale of an asset or pa1d to transfer a
liability in an orderly transaction between market participants at the measurement date; requires disclosure of the
extent to which fair value is used to measure financial and non-financial assets and liabilities, the inputs utilized

in calculating valuation measurements and the effect of the measurement of significant unobservable inputs on
earnings, or changes in net assets, as of the measurement date; estabhshes a three-level valuation h1erarchy based
upon the transparency of inputs utilized in the measurement and valuatlon of fmanmal assets or liabilities as of
the measurement date:

e Level 1 — unadjusted,_ quoted prices for identical assets or liabilities in active markets;

* Level 2 — quoted prices for similar assets and liabilities in active markets, quoted prices for identical or
. similar assets or liabilities in markets that are not active, and inputs other than quoted market prices that
- are observable or that can be corroborated by observable market data by correlation; and .

« Level 3 — unobservable inputs based upon the reporting entity’s internally developed assumptions that
market participants would use in pricing the asset or liability.

The Company designates its investments in marketable securities and debt instruments as available-for-sale,
measures them at fair value and classifies them as either cash and cash equivalents or other assets in the
accompanying Consohdated Balance Sheets based upon maturity terms and certain contractual restrictions. The
Company maintains multiple trust accounts comprised of money market funds with short-term investments in
marketable securities, such as U.S. government securities, commercial paper and bankers’ acceptances, that have
maturities of less than three months.. The Company determined that the valuation measurement inputs of these
marketable securities represent unadjusted quoted prices in active markets and, accordingly, has class1ﬁed such
investments within Level 1 of the hierarchy framework.

The Company, within its trust accounts, also holds investments in debt instruments, such as government
obligations-and other fixed income securities. The debt securities are measured based upon quoted market prices
utilizing public information, independent external valuations from pricing services or third-party advisors.
Accordingly, the-Company has concluded the valuation measurement inputs of these debt securities to represent,
at their lowest level, quoted market prices for identical or similar assets in markets where there are few
transactions for the assets and has categorized such investments within Level 2 of the hierarchy framework. In
addition, the Company periodically invests in unsecured, corporate demand obligations with manufacturer-
affiliated finance companies, which bear interest at a variable rate and are redeemable on demand by the
Company. Therefore, the Company has classified these demand obligations as cash and cash equivalents on the
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Consolidated Balance Sheet. The Company determined that the valuation measurement inputs of these
instrumerits include inputs other than quoted market prices, that are observable or that can be corroborated by
observable data by correlation. Accordmgly, the Company has classified these instruments within Level 2 of the
hierarchy framework. ‘

Refer to Note 2 of the Consolidated Financial Statements, “Summai‘y of Signiﬁcant Accouhting Policies and
Estimates,” for more information on fair value measurements of interest rate derivative instruments.

Asset and liabilities recorded at fair value i in the accompanymg balance sheet as of December 31, 2011 and
2010, respectlvely, were as follows:

As of December 31, 2011
Level 1 Level 2 Total
(In thousands)

Assets: ‘ S
Marketable securities — money market ... .. e .. 81571..%8 — . $ 1,571
Debt securities: .

Demand obligations ©......... ..ot . — 271 271
Collateralized mortgage obligations ...................... — 19 19
Corporatebonds . .........cooiiniie i Vil — 338 338
Municipal obligations . ........... e — 683 683
Mortgagebacked ............o.iiiiii — 632 632
Total debt securities ....................... RPN e 7 — 1943 0t 1,943

o Total .. ... liveeleciees 81,571 $1,943 0 $ 3,514

Liabilities: L o S B o
Interest rate derivative financial instruments ........... e $  — . .$34,040 $34,040

Total ..., E e $  — $34,040 | $34,040
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As of December 31, 2010
Level 1 Level 2 Total
(In thousands)

Assets: »
Marketable securities — money market . .................... $1695 $ — $ 1,695
Assets held-for-sale .. .. .. e S , — 5575 5,575
Debt securities:

Demand obligations ........... U SU e — 680 680
Collateralized mortgage obligations ........... ... ... ..... — 121 121
Corporate bonds .............. e — 1,114 1,114
Municipal obligations . . ........ ... .. i i — 1,004 1,004
Mortgagebacked ........ ... .. . il — 753 753
Total debt securities .« .. ... e o — 3672 3,672
Total .o $1,695 $ 9,247 $10,942

Liabilities: | -
Interest rate derivative financial instruments .................. $ — $17,524  $17,524

Total ..o e $ —  $17,524 - $17.524

14. COMMITMENTS AND CONTINGENCIES

From time to time, the Company’s dealerships are named in various types of litigation involving customer
claims, employment matters, class action claims, purported class action claims, as well as claims involving the
manufacturer of automobiles, contractual disputes and other matters arising in the ordinary course of business.
Due to the nature of the automotive retailing business, the Company may be involved in‘legal proceedings or
suffer losses that could have a material adverse effect on the Company’s business. In the normal course of
business, the Company is required to respond to customer, employee and other third-party complaints. Amounts
that have been accrued or paid related to the settlement of litigation are included in SG&A expenses in the
Company’s Consolidated Statements of Operations. In addition, the manufacturers of the vehicles that the
Company sells and services have audit rights allowing them to review the validity of amounts claimed for
incentive, rebate or warranty-related items and charge the Company back for amounts determined to be invalid
rewards under the manufacturers’ programs, subject to the Company’s right to appeal any such decision.
Amounts that have been accrued or paid related to the settlement of manufacturer chargebacks of recognized
incentives and rebates are included in cost of sales in the Company’s Consolidated Statements of Operations,
while such amounts for manufacturer chargebacks of recognized warranty-related items are included as a
reduction of revenues in the Company’s Consolidated Statements of Operations.

Legal Proceedings

In December 2011, an adverse jury verdict was rendered against the Company in the San Diego County
Superior Court, awarding $7.5 million to the plaintiff who sought reimbursement for medical expenses, lost
wages and pain and suffering arising from an accident involving one of the Company’s customer shuttle vans and
the plaintiff’s motorcycle. The Company plans to appeal the verdict at all levels available under the law. The
Company maintains insurance coverage for any loss in excess of the Company’s $1.0 million self-insured
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retention. The Company has fully accrued the amount of the award and the related insurance charge as a‘current
account receivable and a current accrued expense, respectively, in the accompanying Consolidated Balance Sheet
as of December 31, 2011. The Company’s insurance deductible was recognized as SG&A expense during the
year ended December 31, 201‘1 )

Other Matters

The Company, acting. through 1ts subs1d1ar1es is the lessee under many real estate leases that prov1de for the
use. by the Company’s subsidiaries of their respecnve dealership premises. Pursuant to these leases, the
Company s subsididries generally agree to indemnify the lessor and other parties from certain liabilities arising
as a result of the use of the leased premises, including environmental liabilities, or a breach of the lease by the
lessee. Additionally, from time to time, the Company enters into agreements in connection with the sale of assets
or businesses in which it agrees to indemnify the purchaser, or other parties, from certain liabilities or costs
arising in connection w1th the assets or business. Also, in the ordinary course of business in connection with
purchases or sales of goods ‘and services, the Company enters into agreements that may contain indemnification
provisions. In the event that an indemnification claim is asserted liability would be lmuted by the terms of the
apphcable agreement.

From time to time, primarily in connection with dealership dlsposmons, the Company S sub51d1anes assign
or sublet to the dealership purchaser the subsidiaries” interests in any real property. leases associated with such
dealerships. :In general, the Company’s subsidiaries retain: responsibility for the performance of :certain
obligations under such leases to the extent that the assignee or subleasee does not perform, whether such
performance is required prior to or following the assignment or subletting of the lease. Additionally, the
Company and its subsidiaries generally remain subject to the terms of any gnarantees made by the Company and
its subsidiaries in connection with such leases. Although the Company generally has indemnification rights
against the assignee or sublessee in the event of non-performance under these leases, as well as certain defenses,
and the Company presently has no reason to believe that it or its subsidiaries will be called on to perform under
any such assigned leases or subleases, the Company estimates that lessee rental payment obligations during the
remaining terms of these leases were $20.6 million as of December 31, 2011. The Company’s exposure under
these leases is difficult to estimate and there can be no assurance that any performance of the Company or its
subsidiaries required under these leases would not have a material adverse effect on the Company’s business,
financial condition, or cash flows. The Company and its subsidiaries also may be called on to perform other
obligations under these leases, such as environmental remediation of the leased premises or repair of the leased
premises upon termination of the lease. However, the Company presently has no reason to believe that it or its
subsidiaries will be called on to so perform and such obligations cannot be quantified at this time.

In the ordinary course of business, the Company is subject to numerous laws and regulations, including
automotive, environmental, health and safety, and other laws and regulations. The Company does not anticipate
that. the costs of such compliance will have a material adverse effect on its business, consolidated results of
operations, financial condition, or cash flows, although such outcome is possible given the nature of its
operations and the extensive legal and regulatory framework applicable to its business. The Dodd-Frank Wall
Street Reform and Consumer Protection Act, which was signed into law on July 21, 2010, established a new
consumer financial protection agency with broad regulatory powers. Although automotive dealers are generally
excluded, the Dodd-Frark Act could lead to additional, indirect regulation of automotive dealers through its
regulation of automotive finance compames and other financial institutions. In addition, the Patierit Protection
and Affordable Care Act, which was signed into law on March 23, 2010, has the potential to increase the
Company’s future annual employee health care costs. Further, new laws and regulations, particularly at the

federal level, may be enacted, which could also have a materially adverse impact on its business. The Company
" does not have any material known environmental commitments or contingencies.
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15. . ASSET IMPAIRMENTS

: Durmg the fourth quarters of 2011, 2010, and 2009, the Company performed its annual impairment
assessment of the carrying value of its goodwill and intangible franchise rights. In such, assessment, the fair value
of each of the Company’s reporting units exceeded the carrying value of its net assets (step one of the goodwill
impairment test). As a result, the Company was not required to conduct the second step of the impairment test.
However, if in future periods, the Company determines that the carrying amount of its net assets exceeds the
respective fair value as a result of step one for any or all of its reporting units, the application of the second step
of the impairment test could result in a material non-cash impairment charge to the goodwill associated with the
réporting unit(s). Further, as it'relates to the Company’s annual impairment assessmeént for 2011, 2010, and 2009
the fair value of the Company $ 1ntang1ble franchlse nghts was determrned to exceed the carrymg value’ of such
assets

i any of the Company s assumpnons change, or faﬂ to matenahze the resultmg decline i in its estlmated fair

market value of goodwill and intangible franchise rights could result in a material non- -cash 1mpa1rrnent charge.
However if the Company’s assumptions regarding the risk-free rate used in its estimated WACC as of its 2011
assessment increased by, 100 basis points, and all other assumptions remained constant, no significant non-cash
franchise nghts impairment charge would have resulted. In addition, none of the ‘Company’s reporting units
would have failed the step one impairment test for goodwill. Further, if the Company’s forecasted SAAR that
was used in the 2011 impairment ‘assessment decreased approximately 0.5 million units for 2015 and 1 ‘million
units for 2016 and the terminal period, no significant non-cash franchise rights impairment charge would have
resulted. And, again, none of the Company’s reporting units would have failed the step one 1mparrment test for
goodwill. ;

B During 2011, the Company recorded the following non-cash 1mpa1rment charges, all of wh1ch are reflected
in asset 1mpa1rments in the accompanymg statement of operauons

e The Company determined that a certain real estate investment quahﬁed as held-for-sale, during the third
quarter, as a result, adjusted the respective carrying values of the assets to their estimated fair market
wvalues, as determined by third-party appraisals and brokers’ opinions of values. The Company recorded

~ $3.2 million of non-cash asset impairment charges. Subsequently, in the fourth quarter, the plan to dispose
of the real estate investment was terminated due to.non-performance on the buyer’s part. As a result, the
real estate investment no longer qualified as held-for-sale and the assets were subsequently reclassified as
held-for-use prior to December 31, 2011.

'« The Company also determined that the carrying value of various other long-llved assets was no longer
" recoverable, and recognized $1.6 million in-pretax non-cash asset impairment charges

During 2010, the Company recorded the following non-cash impairment charges, all of which are reflected
in asset impairments in the accompanying statement of operations:

* The Company -entered into contracts to purchase the real estate associated with two of its existing

" dealership locations and, in conjunction therewith; recognized the impairment of its associated leasehold

improvements. In total the Company recogmzed $5.8 mllhon in pre -tax charges related to these assets
‘1mpa1rments -

. The Company adJusted the respectrve carrymg Values of its assets held-for-sale. to_their estimated fair
' ,‘market values, as determmed by thlrd—party appraisals and brokers’ opmrons of values. As a result, the
',_Company recorded $3.2 mllhon of pre-tax nmon-cash asset impairment charges Refer to Note 10,

. “Property and Equipment,” for information regardmg the classification of the Company s assets that were
' 'marketed for sale as of December 31, 2010, :

- e The. Company also determined that the carrying value of various other 1ong-11ved assets was no longer
recoverable, and recognized $1.8 mitlion in pretax non-cash asset impairment charges.
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During 2009, the Company recorded the following non-cash impairment charges, all of which are reflected »

in asset impairments in the accompanying statement of operations:

16.

®

"« The Company .entered into an amended lease agreement with one of its tenants that gave the third party

the right to purchase the property at a pre-determined amount within a given timeframe. As such, the
Company was required to impair the real estate to the value of the purchase option amount. Accordmgly,
the Company recognized a $2.0 million pre-tax non-cash asset 1mpa1rment charge.

In the fourth quarter of 2008, the Company determined that certain of its real estate investments, pnmanly
related to non-operational dealership facilities, qualified as held-for-sale' assets.” Accordingly, the

~ Company reclassified real estate investments to current assets in the accompanying Consolidated Balance
Sheet, after adjusting the carrying value to fair market value to the extent of any 1mpa1rments As a result

of unanticipated events that adversely impacted real estate market conditions in 2009, the Company was
unable to sell the real estate holdings dunng the year, as ongmally expected. And as such, the Company

‘was required to adjust the respective carrying values to their estimated fair market values to the extent of

any 1mpa1rments as determined by third-party appralsals and brokers” op1mons of Value less the cost to
sell. Further, the Company identified additional real estate investments that qualified as held- for-sale
assets in the fourth quarter of 2009. Accordmgly, the Company recognlzed $13.8 mllhon in total pretax
non-cash asset impairment charges. . -

 The Company also determined that the carrying value of various other long-term assets was no longer

recoverable, and recognized $5.1 million in pretax non-cash asset impairment charges.

INTANGIBLE FRANCHISE RIGHTS AND GOODWILL

The following is a roll-forward of the Company’s intangible franchise rights and goodwill accourits:

Intangible ;
Franchlse Rights Goodw11|
(In thousands)

Balance, December 31,2009 .............. e $157,855 $500,4260
Additions through acquisitions ............. U v 896 - 9,134
Disposals ... e — (906)
Currency Translation . .. ...t 67) 59)
Tax adjuStments .. ...........eeoeeroninrneaneneneanananeen. — (633)

Balance, December 31,2010 ............. FE 158,694 507, 962‘”
Additions through acquisitions ............ ... .. o it 11,994 23,636
Disposals ................... et eaen i, — —
Currency Translation . ................... ... .. e ¢)) ©)
Tax adjustments ... ........ceuniin ittt o — (134

Balance, December 31,2011 ....................... e $170,687 $531,458M

Net of accumulated impairment of $40.3 million.

The increase in the Company’s goodwill in 2011 is primarily related to the goodwill associated with the
purchase of eleven franchises at seven dealership locations located in the Texas. The Company was also granted

three franchises during 2011 in Texas and Cahforma

The increase in the Company’s goodwill in 2010 is prlmanly related to the goodwﬂl associated with the

acquisition of four franchises at two dealership locations located in the U.K. and two franchises at two dealership
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locations located in South Carolina, partially offset by the disposition of five franchises at two dealership
locations located in Florida and Oklahoma. :

The increase in the Company’s intangible franchise rights in 2011 is primarily related to the acquisitions
described -above in Texas and California.

The increase in the Company’s intangible franchise rights in 2010 is primarily related to the acquisitions
described above in the U.K. and South Carolina.

17. EMPLOYEE SAVINGS PLANS

The Company has a deferred compensation plan to provide select employees and members of the
Company s Board of Directors’ with the opportunity to accumulate additional savings for retirement on a
tax-deferred basis (“Deferred Compensation Plan”). Participants in the Deferred Compensation Plan are allowed
to defer receipt of a portion of their salary and/or bonus compensation, or in the case of the Company’s
non-employee directors, annual retainer and meeting fees, earned. The participants can choose from various
defined investment options to determine their earnings crediting rate; however, the Company has complete
discretion over how the funds are utilized. Participants in the Deferred Compensation Plan are unsecured
creditors of the Company. The balances due to participants of the Deferred Compensation Plan as of
December 31, 2011 and 2010 were $22.1 million and $18.7 million, respect1vely, and are included in other
liabilities in the accompanying Consolidated Balance Sheets.

The Company offers a 401(k) plan to all of its employees. For the years enided December 31, 2011 and
2010, the matching contributions paid by the Company totaled $3.2 million and $0.7 million, respectively.
18. OPERATING LEASES

The Company leases various facilities and equipment under long-term operating lease agreements. The
facility leases typically have a minimum term of fifteen years with options that extend the term up to an
additional fifteen years.

Future minimum lease payments for non-cancelable operating leases as of December 31, 2011, are as
follows:

Total
(In thousands)
Year Ended December 31,
2012 .o S A P S $ 46,223
2013 ...... e ettt e v 42,125
2004 e e 36,124
2015 ... e e e e e e e e e e ' 31,575
CU2006 e 28,947
Thereafter ............ ... ... ...... et et e, 91,887
Total® ... ................ e e $276,881-

(1) Includes $5.1 million of future, non-cancelable sublease payments to be received. °

Total rent expense under all operating leases was $48.3 million, $51.1 million, and $51.5 m1111on for the
years ended December 31, 2011, 2010 and 2009, respectlvely
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19. ACCUMULATED OTHER COMPREHENSIVE INCOME

Changes in the béianées of each conipbnent of accumulated other f:omprehensive ‘income for the years
ended December 31, 2011, 2010 and 2009 are as follows:

Unrealized Unrealized Unrealized Accamulated

Gain (Loss) on Gain (Loss) Gain (Loss) Other
Foreign Currency on Marketable on Interest Comprehensive
Translation - Securities Rate Swaps Income
(In thousands)
BALANCE, December 31, 2008 . . .. $(9,915) $(285) $(27,909) $(38,109)
Other comprehensive income, net
oftax ......... ... e, 2,657 389 8,807 11,853
BALANCE, December 31, 2009. ... (7,258) 104 (19,102) (26,256)
Other comprehensive income, net
oftax ........ ... ..., (594) (54) 8,149 7,501
BALANCE, December 31, 2010. ... (7,852) 50 (10,953) (18,755)
Other comprehensive income, net ’
oftax ........ ... ... ) (117) 42) (10,322) (10,481)
BALANCE, December 31,2011 .... $(7,969) $ 8 $(21,275) $(29,236)

20. SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarter
First Second Third Fourth Full Year
(In thousands, except per share data)
Year Ended December 31,

2011
Total revenues .................... $1,409,302 $1,474,145 $1,570,389 $1,625,929 $6,079,765
Grossprofit ...................... 221,775 244211 248,753 245,861 960,600
Netincome ................c..... 15,362 24,683 21,494 20,855 82,394
Basic earnings per share® ... ........ 0.64 1.03 0.92 0.92 3.50
Diluted earnings per share® .. ....... 0.64 1.03 091 0.90 3.47

2010
Total TEVENUES « . oo voreeeeeeennn $1,191,153 $1,418,509 $1,461,755 $1,437,752 $5,509,169
Grossprofit ........... ... ... ... 204,521 226,652 228,839 217,021 877,033
Netincome ...................... 7,981 12,769 18,985 10,569 50,304
Basic earnings per share® . ....... ... 0.33 052 0.79 045 2.09
Diluted earnings per share® ......... 0.32 0.52 0.79 045 209

M The sum of the quarterly income per share amounts may not equal the annual amount reported, as per share amounts are computed
independently for each quarter and for the full year based on the respective weighted average common shares outstanding.

During 2011, the Company incurred charges of $4.8 million related to the impairment of assets, of which
$0.8 million was incurred during the fourth quarter, primarily related to the Company’s real estate holdings.

F-47 -



GROUP 1 AUTOMOTIVE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
During 2010, the Company incurred charges of $10.8 million: related to the impairment of assets, of which

$7.7 million was incurred during the fourth quarter, primarily related to the impairment of certain leasehold
improvements. C ' » : . P r .

For more information on non-cash impairment charges, refer to Note 15, “Asset Impairments.”
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'EXPLANATORY NOTE

Group 1 Automotive, Inc. (the “Company”) is filing this Amendment No. 1 (the “Amendment”) to its
Annual Report on Form 10-K for the fiscal year ended December 31, 2011 (the “Initial Form 10-K”) solely to
amend Part III, Item 10 “Directors, Executive Officers and Corporate Governance” to clarify that, pursuant to
Instruction G to Form-10-K, we :are incorporating by reference certain information required by Item 10 from the
information disclosed in our definitive proxy statement prepared in connection with the 2012 Annual Meeting of
Stockholders, which will be filed with the SEC within 120 days of December 31, 2011. '

This Amendment does not reflect events occurﬁng after the filing of the Initial Form 10-K or modify or
~ update those disclosures affected by subsequent events. Except as described above, no other modifications or.-
changes have been made to the Initial Form 10-K as originally filed or the exhibits filed therewith.



Part TIL

Item 10. . Directors, Executive Officers and Corporate vaernance
Executive Officers

The information contained under Part I, “Business — Executive Officers” is 1ncorporated by reference into
this Item 10.

Directors
John L. Adams

Mr. Adamas has served as non-executive Chairman of the Board since April 2005 and as one of our directors
since November 1999. Mr. Adams served as Executive Vice President of Trinity Industries, Inc., one of North
America’s largest manufacturers of transportation, construction and industrial products, from January 1999 through
June 2005. He served as Vice Chairman of Trinity Industries from July 2005 through March 2007. Before j joining
Trinity Industries, Mr. Adams spent 25 years in various positions with Texas Commerce Bank N.A. and its
successor, Chase Bank of Texas, National Association. Frém 1997 to 1998, Mr. Adams was Chairman, President
and Chief Executive Officer of Chase Bank of Texas. Mr. Adams serves on the Board of Directors and is Chaitman
of the Finance and Risk Management Committee of Trinity Industries, Inc. and on the Board and Audit Committee
of Dr. Pepper Snapple Group, Inc., a refreshment beverage business. Mr. Adams also serves on thé Board of
Directors of the Children’s Medical Center of Dallas, as a Trustee of The American Heart Assoc1at10n — Dallas,
and on the University of Texas Chancellor’s Council and Business School Advisory Board ' "

Earl J. Hesterberg

Mr. Hesterberg’s biographical information may be found in part 1, “Item 1. Business.”

Louis E. Lataif

M. Lataif has served as one of our directors since August 2002, He served as Dean of the School of Management
at Boston University from 1991 until 2010 following a distinguished 27-year career with Ford Motor Company, a
global manufacturer and distributor-of cars, trucks and automotive parts. While at Ford, he was named General
Manager of Ford Division and elected a corporate Vice President, then Ford’s youngest officer, and served as
President, Ford of Europe from 1988 to 1991. Mr. Lataif serves on the Board of Directors, the Compensation
Committee and the Nominating Committee of Magna International Inc., a global automotive supplier, and on the
Board of Directors and the Audit Committee of Abiomed, Inc., a manufacturer and marketer of heart assist and
replacement systems. He is'a member of the Board of Directors of Interaudi Bank, an FDIC insured bank providing
personal, commercial and asset managemient banking services to both U.S. and foreign clients. Mr. Lataif is also a
member of the Board of Trustees of the Iacocca Foundation, 4 non-profit organization te fund diabetes research and a
member of the advisory board of Cannon Design, an international architectural, engineering and interior design firm.”

Stephen D. Quinn -

Mr. Quinn has served as one of our directors since May 2002. Mr. Quinn joined Goldman, Sachs & Co., a
full-service global investment banking and securities firm, in August 1981 where he specialized in corporate
finance. From 1990 until his retirement in 2001, Mr. Quinn served as a General Partner and Managing Director
of Goldman, Sachs & Co. Mr. Quinn also serves on the Board of Directors, the Audit Committee and the Risk
Oversight Committee of Zions Bancorporation.

Beryl Raff

Ms. Raff has served as one of our directors since June 2007. Since April 2009, she has served as Chairman
and Chief Executive Officer of Helzberg Diamond Shops, Inc., a retail and online jewelry retailer, and an indirect
wholly owned subsidiary of Berkshire Hathaway Inc. Ms. Raff served as Executive Vice President-general
merchandising manager from 2005 through 2009, and as Senior Vice President from 2001 through 2005, for the
fine jewelry division of J.C. Penney Company, Inc., a holding company for J.C. Penney Corporation, Inc., a
leading retailer of apparel and home furnishings. Ms. Raff serves on the Advisory Board of Jewelers Circular



Keystone, a leading trade publication and industry authority, the Advisory Board of Jewelers of America, a
non-profit trade organization committed to social responsibility and improving consumer confidence in the
jewelry industry, and on the Executive Board of Jewelers Vigilance*‘Committee, a non-profit organization
focused on legal and regulatory issues facing the jewelry industry. Ms. Raff is also a Director of the NACD
Heartland Chapter, a non-profit organization dedicated to excellence in board leadership and the Make-A-Wish
Foundation, a non-profit organization which grants the wishes of children with life threatening medical
conditions. From 2001 through February 2011, Ms. Raff served on the Board of Directors, the Corporate
Governance Committee and the Compensation Committee (which she chaired from 2008 to 2011) of Jo- Ann
Stores, Inc., a national specialty retailer of craft, sewing and decorating products. '

J. Terry Strange

M. Strange has served as one of our djrectors since October 2003.In 2002 Mr. Strange retired from
KPMG, LLP, an independent accounting firm, where he served from 1996 to 2002 as Vice Chairman, Managing
Partner of U.S. Audlt Practice and head of KPMG’s internal risk management program. Mr. Strange served as
Global Managing Partner of Audlt Business and a member of KPMG’s International Executive Comm1ttee from
1998 to 2002. During his 34-year career at KPMG, his work included interaction with the Financial Accountmg
Standards Board and the SEC, testifying before both bodles on issues impacting the auditing professwn and SEC
registrants. Mr. Strange serves.on the Boards of Dlrectors and the Audit Committees of New Jersey Resources
Corporation, a retail and wholesale energy service provider, Newfield Exploration. Company, an oil and gas
exploration and production company, and SLM Corporation (Sallic Mae), a leading provider of student loans and
an administrator of college savings plans.

Max P, Watson

Mr. Watson has served as one of our directors since May 2001. Mr. Watson served as President and Chief
Executive Officer of BMC Software, Inc., a leading provider of enterprise management solutions, from April
1990 to January 2001. He served-as Chairman of the Board of Directors of BMC from January 1992 to April
2001. Mr, Watson serves.on the Board of Trustees of Texas Children’s Hospital. From January 2007 throngh -
December 2008, Mr. Watson served as Chairman of the Board of Trustees of Texas Children’s Hospital. -

Code of Ethics

We have adopted a Code of Ethics for Specified Officers, which is applicable to our principal executive
officer and other senior-financial officers, who include our principal financial officer, principal accounting officer
or controller, and persons performing similar functions. The Code, which we refer to as our Financial Code of
Ethics, is available on our Internet website at www. grouplauto.com. To the extent required by SEC rules, we
intend to disclose any amendments tg this code and any waiver of a provision of the code for the benefit of our
principal executive officer, principal financial officer, principal accounting officer or controller, or persons
performing similar functions, on our website within four business days following any such amendment of waiver,
or within any other period that may be required under SEC rules from time to time. ‘

Pursuant to Instruction G to Form 10-K, wé incorporate by reference the remaining information requlred for
this Item 10 from the information to be disclosed in our definitive proxy statement prepared in connection with +
the 2012 Annual Meeting of Stockholders, which will be field with the SEC within 120 days of December 31,
2011.



- PARTTV.

Item 15. - Exhibits, Financial Statement Schedules :
(a) List of documents filed as part of this Form 10-K:

(1) Financial Statements -

The financial statements listed in the accompanying Index to Financial Statements are filed as part
of this Form 10-K. - .

(2) Financial Statement Schedules -

All schedules have been omitted since the required information is not present or not present in
amounts sufficient to require submission of the schedule, or because the information required is
inciuded in the Consolidated Financial Statements and notes thereto.

(3) Index to Exhibits

Those exhibits required to be filed by Item 601 of Regulation S-K are listed in the Exhibit Index
immediately preceding the exhibits filed herewith and such listing is incorporated herein by reference.



SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized on the
29th day of February, 2012.

Group 1 Automotive, Inc.

By: /s/ Earl J. Hesterberg

Earl J. Hesterberg v
President and Chief Executive Officer



Exhibit
Number

3.1, —

32 —

33 —

41 —

42 —

43 —

44

45 —

46 —

47 —

48 —

49 —

410 —

411 —

EXHIBIT INDEX
Description

Restated Certificate of Incorporation (Incorporated by reference to Exhibit 3.1 of Group 1
Automotive, Inc.’s Registration Statement on Form S-1 (Registration No. 333-29893))

Certificate of Designatiori of Series A Junior Participating Preferred Stock (Incorporated by
reference to Exhibit 3.2 of Group 1’s Quarterly Report on Form 10-Q (Flle No. 001-13461) for the
period ended March 31,2007) '

Amended and Restated Bylaws of Group 1 Automotive, Inc. (Incorporated by reference to
Exhibit 3.1 of Group 1 Automotive, Inc.’s Current chon on Form 8-K (File No. 001-13461) filed
November 13, 2007)

Specimen Common Stock Certificate (Incorporated by reference to Exhibit 4.1 of Group 1
Automotive, Inc.’s Registration Statement on Form S-1 (Registration No. 333-29893))

Indenture related to the Convertible Senior Notes Due 2036 dated June 26, 2006 between Group 1
Automotive Inc. and Wells Fargo Bank, National Association, as trustee (including Form of

2. 25% Convertible Senior Note Due 2036) (Incorporated by reference to Exhibit 4.2 of Group 1
! Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461) ﬁled June 26 2006)

Letter Agreement dated June 20, 2006 between Group 1 Automotive, Inc. and JPMorgan Chase
Bank, National Association, London Branch (Incorporated by reference to Exhibit 4.4 of Group 1
Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461) filed June 26, 2006)

Amendment dated June 23, 2006 to Letter Agreement dated June 20, 2006 between Group 1
Automotive, Inc. and JPMorgan Chase Bank, National Association, London Branch (Incorporated
by reference to Exhibit 4.8 of Group 1 Automotive, Inc.isturr-,ent Report on Form 8-K (File

No. 001- 13461) filed June 26, 2006)

Letter Agreement dated June 20, 2006 between Group 1 Automotlve Inc. and Bank of America,
N.A. (Incorporated by reference to Exhibit 4.5 of Group 1 Automotive, Inc.’s Current Report on
Form 8-K (File No. 001-13461) filed June 26, 2006)

Amendment dated June 23, 2006 to Letter Agreement dated June 20, 2006 between Group 1
Automotive, Inc. and Bank of America, N.A. (Incorporated by reference to Exhibit 4.9 of Group 1
Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461) filed June 26, 2006)

Letter Agreement dated June 20, 2006 between Group 1 Automotive, Inc. and JPMorgan Chase
Bank, National Association, London Branch (Incorporated by reference to Exhibit 4.6 of Group 1
Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461) filed June 26, 2006)

Amendment dated June 23, 2006 to Letter Agfeement dated June 20, 2006 between 'Group 1
Automotive, Inc. and JPMorgan Chase Bank, National Association, London Branch (Incorporated

- by reference to Exhibit 4.10 of Group 1 Automotive, Inc.’s Current Report on Form 8-K (File

No. 001-13461) filed June 26, 2006)

Letter Agreement dated June 20, 2006 between Group 1 Automotive, Inc. and Bank of America,
N.A. (Incorporated by reference to Exhibit 4.7 of Group 1 Automotive, Inc.’s Current Report on
Form 8-K (File No. 001-13461) filed June 26, 2006)

Amendment dated June 23, 2006 to Letter Agreement dated June 20, 2006 between Group 1
Autometive, Inc. and Bank of America, N.A. (Incorporated by reference to Exhibit 4.11 of

~ Group 1 Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461) filed June 26,

2006)

Indenture related to the Convertible Senior Notes due 2020, dated as of March 22, 2010, between
Group 1 Automotive, Inc: and Wells Fargo Bank, N.A,, as trustee (including formof 3.00%
Convertible Senior Note due 2020) (Incorporated by reference to Exhibit 4.2 of Group 1
Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461) filed March 22, 2010)
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415 —

4.16 —

417 —,

418 —

419 —

420 —.

101 —

102 —
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104 —

Description

Base Call Option Confirmation dated as of March 16, 2010, by and between Group 1 Automotive,
Inc. and JPMorgan Chase Bank, National Association, London Branch (Incorporated by reférence

- to-Exhibit 4.3 of Group 1 Automotlve Inc.’s Current Report on Form 8-K (File No. 001-13461)

filed March 22, 2010)

‘Base Call Option Confirmation dated,as of March 16,2010, by and between Group 1 Automotive,

Inc. and Bank of America, N:A. (Incorporated. by reference to Exhibit 4.4 of Group 1 Automotive,
Inc.’s Current Report on Form 8-K (File No. 001-13461) filed March 22, 2010)

Base Warrant Confirmation dated as of March 16, 2010, by and between Group 1 Automotive, Inc.
. and JPMorgan Chase Bank, National Association, London-Branch (Incorporated by reference to

Exhibit 4.5 of Group 1 Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461) filed
March 22, 2010) '

-Base Warrant Confirmation dated as of March 16 2010 by and between Group 1 Automotive, Inc.

and Bank of America, N.A. (Incorporated by reference to Exhibit 4.6 of Group 1 Automotive,
Inc.’s Current Report onForm 8-K (File No. 001-13461) filed March 22, 2010)

Additional Call Option Confirmation, dated as of March 29, 2010, by and between Group 1
Automotive, Inc. and J PMorgan Chase Bank, National Association, London Branch (Incorporated
by reference to Exhibit 4.1 of Group 1 Automotlve Inc.’s Current Report on Form 8 K (File No.
001-13461) filed April 1, 2010) .

~Additional Call Option Confirmation, dated as of March 29, 2010, by and between Group 1

Automotive, Inc. and Bank of America, N.A. (Incorporated by reference to Exhibit 4.2 of Group 1

‘Automotive; Inc.’s Current Report on Form 8-K (File No. 001-13461) filed April 1,.2010)

Additional Warrant Confirmation, dated as of March 29, 2010, by and between Group 1
Automotive, Inc. and JPMorgan Chase Bank, National Association, London Branch (Incorporated
by reference to Exhibit 4.3 of Group 1 Automotive, Inc.’s Current Report on Form 8-K (File No.
001-13461) filed April 1, 2010) .. :

Additional Warrant Confirmation, dated as of March 29 2010, by and between Group 1
Automotive, Inc. and Bank of America, N.A. (Incorporated by reference to Exhibit 4.4 of Group 1
Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461) filed April 1, 2010)

First Supplemental Indenture dated August 9, 2010 among Group 1 Automotive, Inc. and Wells
Fargo Bank, N.A., as trustee (Incorporated by reference to Exhibit 4.1.0f Group 1. Automotive,

Inc’s Quarterly Report on Form 10-Q,(File No. 001-13461) for | the quarter ended September 30,
2010)

_ Eighth Amended and Restated Revolvmg Credlt Agreement dated effectlve as of July 1, 2011,

among Group 1 Automotive, Inc., the Subsidiary Borrowers listed therein, the Lenders listed

“therein, JPMorgan Chase Bank, N.A., as Administrative Agent Comerica Bank, as Floor Plan

Agent and Bank of America, N. A., as Syndication Agent (Incorporated by reference to Exhibit
10.1 of Group 1 Automotive, Inc.’s Current Report on Form 8 K (File No. 001- 13461) filed July 6,
2011)

Loan Facility dated as of October 3, 2008 by dnd between Chandlers Garage Holdings Limited and
BMW Financial Services (GB) Limited. (Incorporated by reference to Exhibit 10:2 of Group 1
Automotive, Inc.’s Quarterly Report on Form 10- Q (F11e No. 001-13461) for the quarter ended
September 30, 2008)

Form of Ford Motor Credit Company Automotive Wholesale Plan Application for Wholesale
Financing and Security Agreément (Incorporated by reference to Exhibit 10.2 of Group 1
Automotive, Inc.’s Quarterly Report on Form 10-Q (File No. 001-13461) for the quarter ended
June 30, 2003) !

“Supplemental Térms.and Condltlons dated September 4, 1997 between Ford Motor Company and
 Group 1 Automotive, Inc: (Incorporated by reference to Exhibit 10.16 of Group 1 Automotive,

Inc.’s Registration Statement on Form S-1 Registration No.:333-29893)



Exhibit
Number

105 ¢
10.6

10.7

10.8
10.9
10.10
1011
10.12
10.13
10.14%
10.15%
10.16%, #+%
1017+
1018

10.19%

Description

Form of Agreement between Toyota Motor Sales, U.S.A:, Inc. and Group 1 Automotive, Inc.
(Incorporated by reference to Exhibit 10.12 of Group 1 Automotive, Inc.’s Registration

. Statement on Form S-1 Registration No. 333-29893).. .

Toyota Dealer Agreement effective April 5, 1993 between Gulf States Toyota, Inc. and
Southwest Toyota, Inc. (Incorporated by reference to Exhibit 10.17 of Group 1 Automotive;

- Inc.’s Registration Statement on Form S-1:Registration No. 333-29893)

" Lexus Dealer Agreement effective August 21, 1995 between Leéxus, a division of Toyota

Motor Sales, U.S.A., Inc. and SMC Luxury Cars, Inc. (Incorporated by reference to
Exhibit 10.18 of Group 1 Automotive, Inc.’s Registration-S_tatement on Form S-1

“Registration No. 333-29893)

Form of General Motors Corporation U.S.A. Sales and Service Agreement (Incorporated by
reference to Exhibit 10.25 of Group 1 Automotrve Inc’’s Regrstranon Statement on Form S-

" 1 Registration No. 333-29893)

Form of Ford Motor Company Sales. and Servrce Agreement (Incorporated by reference to
Exhibit 10.38 of Group 1 Automotive, Inc.’s Annual Report on Forrn 10-K (File No. 001-

- 13461) for the year ended DeCember 31 1998)

Form of Supplemental Agreement to: General Motors Corporatron Dealer Sales and Service
Agreement (Incorporated by reference to Exhibit 10.13 of Group 1 Automotrve Inc.’s

_Registration Statement on Form S-1 Reglstratron No 333-29893)

Form of Chrysler Corporation Sales and Service Agreement (Incorporated by reference to
Exhibit 10.39 of Group 1 Automotive, Inc.’s Annual Report on Form 10-K (File No. 001—

~13461) for the year ended December 31, 1998)

Form of Nissan Division of Nissan North Amerlca Inc. Dealer Sales and Service Agreement
(Incorporated by reference to Exhibit 10.25 of Group 1 Automotive, Inc.’s Annual Report on
Form 10-K (File No. 001-13461) for the year ended December 31, 2003)

-. Form of Infiniti Division of Nissan North America, Inc. Dealer Sales and Service Agreement
‘(Incorporated by reference to Exhibit 10:26:0f Group 1 Automotive, Inc.’s Annual Report on

Form 10-K (File No. 001-13461) for the year ended December 31, 2003)

Form of Indemnification Agreement of Group 1 Automotive, Inc. (Incorporated by reference
to EXhlblt 10.1 of Group 1 Automotive, Inc.’s Current Report on Form 8-K (File No. 001-
13461) filed November 13, 2007)

Description of Group, 1 Automotive, Inc. Non—Employee Director Compensatlon Plan,
effective January 1, 2011 (Incorporated by reference to Exhibit 10.28 of Group 1
Automotive, Inc.’s Annual Report on Form 10-K (file No. 001-13461) for the year -ended
December 31, 2010)

Group 1 Automotive, Inc. Non—Employee Drrector Compensatron Plan effectrve January 1,
2012 '

Group 1 Automotive, Inc. 2011 Incentive Compensation Guidelines (Incorporated by
reference to Exhibit 10.1 of Group 1 Automotive, Inc.’s Current Report on Form 8-K (File
No. 001-13461) filed March 14, 2011)

Group 1 Automotive, Inc. Deferred Compensation Plan, as Amended andvRestated, effective
January 1, 2008 (Incorporated by reference to Exhibit-10.28 of Group 1 Automotive, Inc.’s
Annual Report on Form 10-K (file No. 001-13461) for the year ended December 31, 2007)

First Amendment to Group 1 Automotive, Inc Deferred Cornpensanon Plan, as Amended and

- Restated, effective January 1, 2008 (Incorporated by reference to Exhibit 10.25 of Group 1

Automotive, Inc.’s Annual Report on Form 10-K (Flle No. 001- 13461) for the year ended
December 31, 2008)



Exhibit
Number

10.20*
10.21%*

10.22%
10.23*
10.24%
10.25%
10.26*

10.27%, ##
10.28*

10.20%
10.30*
10.31*
10.32*
10.33*

10.34*

Description

Second Amendment to Group 1 Automotive, Inc. Deferred Compensation Plan, as Amended and

‘Restated, effective January 1, 2008 (Incorporated by reference to Exhibit 10.1 of Group 1

Automotive, Inc.’s Quarterly Report on Form 10-Q (File No. 001-13461) for the quarter ended
June 30, 2009)

Third Amendmeit to Group 1 Automotive, Inc. Deferred Compensation Plan, as Amended
and Restated, effective Janvary 1, 2008 (Incorporated by reference to Exhibit 10.1 of Group 1
Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461) filed November 15,
2010)

Group 1 Automotive, Inc. 2007 Long Term Incentive Plan (As Amended and Restated
Effective as of March 11, 2010) (Incorporated by reference to Exhibit A to Group 1
Automotive, Inc.’s definitive proxy statement on Schedule 14A filed on April 8, 2010)

Form of Incentive Stock Option Agreement for Empioyees (Incorporated by reference to
Exhibit 10.49 to Group 1 Automotive, Inc.’s Annual Report on Form 10-K (File No. 001-
13461) for the year ended December 31, 2004)

Form of Nonstatutory Stock Option Agreement for Employees (Incorporated by reference to
Exhibit 10.50 to Group 1 Automotive, Inc.’s Annual Report on Form 10-K (File No. 001-
13461) for the year ended December 31, 2004)

Form of Restricted Stock Agreement for Employees (Incorporated by reference to
Exhibit 10.2 of Group 1 Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461)
filed March 16, 2005) -

Form of Senior Executive Officer Restricted Stock Agreement (Incorporated by reference to Exhibit
10.3 of Group 1 Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461) filed
September 9, 2010)

Form ' of Restricted Stock Agreement with:Qualified Retirement Provisions

. Form of Phantom Stock Agreement for Employees (Incorporated by reference to Exhibit 10.3

of Group 1 Automotive, Inc.’s Current Report on Form §-K (Flle No. 001-13461) filed
March 16, 2005)

Form of Senior Executive Officer Phantom Stock Agreement (Incorporated by reference to
Exhibit 10.4 of Group 1 Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461)
filed September 9, 2010)

Form of Restricted Stock Agreement for Non-Employee Directors '(Incorporated by reference

* to Exhibit 10.35 of Group 1 Automotive, Inc.’s Annual Report on Form 10-K (F11e No. 001-

13461) for the year ended December 31, 2009)

Form of Phantom Stock Agreement for Non-Employee Directors (Incorporated by reference to
Exhibit 10.36 of Group 1 Automotive, Inc.’s Annual Report on Form 10-K (File No. 001-
13461) for the year ended December 31, 2009)

‘ : Form of Phantom Stock Agree_n_rent for Non-Employee Directors ‘(Incorporatedv by reference to

Exhibit 10.5 of Group 1 Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461)
filed March 16, 2005) ‘

: Form of Performance-Based Restrrcted Stock Agreement (Incorporated by reference to

Exhibit 10.3 of Group 1 Automotive, Inc.’s Quarterly Report on Form 10-Q (File No. 001-
13461) for the quarter ended June 30, 2007)

Performance-Based Restrrcted Stock Agreement Vesting Schedule (Incorporated by reference
to Exhibit 10.2 of Group. 1 Automotive, Inc.’s Current Report on Form 8- K (File No. 001-
13461) filed on November 13, 2007)



Exhibit
Number

10.35%
10.36*
10.37*
10.38*
10.%9*

10.40*

10.41%*

10.42%*

10.43*

111

12.1%%*
2] H*
23.1%%*
31.1¢%

31.2%
32.1%*

32.2%%

Description

Employment Agreement between Group 1 Automotive, Inc. and Earl J. Hesterberg dated

effective September 8, 2010 (Incorporated by reference to Exhibit 10.1 of Group 1 Automotive,
Inc.’s Current Report on Form 8-K (File No. 001-13461) filed September 9, 2010)

Non-Compete Agreement between Group 1 Automotive, Inc. and Earl J. Hesterberg dated’
effective September 8, 2010 (Incorporated by reference to Exhibit 10.2 of Group 1 Automotive,
Inc.’s Current Report on Form 8-K (File No. 001-13461) filed September 9, 2010)

Employment Agreement dated January 1, 2009 between Group 1 Automotive, Inc. and John C.
Rickel (Incorporated by reference to Exhibit 10.1 of Group 1 Automotive, Inc.’s Current Repoﬂ
on Form 8-K (File No. 001-13461) filed March 17, 2009) ;

Incentive Compensation and Non-Compete Agreement dated June 2, 2006 bétween Group 1
Automotive, Inc. and John C. Rickel (Incorporated by reference to Exhibit 10.2 of Group 1
Automotive, Inc.’s Current Report on Form 8-K (File No. 001-13461) filed June 7, 2006)

Employment Agreeiﬁent dated effective as of December 1, 2009 between Grbup 1 Automotive,

" 'Inc. and Darryl M. Burman (Incorporated by reference to Exhibit 10.1 of Group 1 Automotive,

Inc.’s Current Report on Form 8-K (File No. 001-13461) filed November 16, 2009)

Incentive Compensation and Non-Compete Agreement dated December 1, 2006 between Group
1 Automotive, Inc. and Darryl M. Burman (Incorporated by reference to Exhibit 10.2 of Group 1
Automotive, Inc.’s Current Report on Form 8-K/A (File No. 001-13461) filed December 1,
2006)

Incentive Compensation, Confidentiality, Non-Disclosure and Non-Compete Agreement dated
January 1, 2010 between Group 1 Automotive, Inc. and Mark J. Iuppenlatz (Incorporated by
reference to Exhibit 10.48 of Group 1 Automotive, Inc.’s Annual Report on Form 10-K (File
No. 001-13461) for the year ended December 31, 2009)

Group 1 Automotive, Inc. Corporate Aircraft Usage Policy (Incorporated by reference to Exhibit
10.49 of Group 1 Automotive, Inc.’s Annual Report on Form 10-K (File No. 001-13461) for the
year ended December 31, 2009)

Policy on Payment or Recoupment of Performance-Based Cash Bonuses and Performance-
Based Stock Bonuses in the Event of Certain Restatement (Incorporated by reference to the
section titled “Policy on Payment or Recoupment of Performance-Based Cash Bonuses and
Performance-Based Stock Bonuses in the Event of Certain Restatement” in Item 5.02 of Group
1 Automotive, Inc.’s Current Report on Form 8-K (File No. 13461) filed November 16, 2009)

Statement re Computation of Per Share Earnings (Incorporated by reference to Note 6 to the
financial statements)

Statement re Computation of Ratios
Group 1 Automotive, Inc. Subsidiary List
Consent of Ernst & Young LLP

Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

Certification of Chief Financial Officer Pursnant to Section 302 of the Sarbanes-Oxley Act of
2002

Certification of Chief Executive Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of
2002

Certification of Chief Financial Officer Pursuant to Section 906 of the Sarbanes-Oxley Act of
2002



Exhibit
Number

101.INS**

101.SCH**

101.CAL**
101 DEF**
101LLAB**
101 PRE**

Description

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extensmn Calculatron L1nkbase Document
 XBRL Taxonomy Extension Definition Linkbase Document

" XBRL Taxonomy Extension Label Linkbase Document

XBRL Taxonomy Extens1on Presentauon Linkbase Document

T Filed herewith

* Management contract or compensatory plan or arrangement

ok Prev10usly furmshed as an exhibit to the Company s Annual Report on Form 10- K filed with the Securities
and Exchange Comm1ss10n for the f1sca1 year ended December 31, 2011.

Rk Prev1ous1y ﬁled as an exhlblt to the Company’s Annual Report on Form 10- K filed with the SEC for the
fiscal year ended December 31, 2011. . .



